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DEAR SHAREHOLDERS:

It is my pleasure to write this letter to you shortly following my
appointment as President and Chief Executive Officer of
Metabolix, Inc. The search committee of your Board of Directors
and interim CEC Dr. Jay Kouba conducted a thorough and delib-
erate search prccess for the CEQ position, and | am honored
with the appoiniment. | was also pleased to be able to take an
active part, alon:y with Jay and the search committee, in the hir-
ing of our newly appointed Chief Financizl Officer, Joe Hill. Jay
should be further recognized for his valuabie contributions dur-
ing his leadershi-> of Metabolix over the past ten months and the
advancements af Metabolix platforms and achievements you will
read about below.

Our first {ull yea- as a public company has been an exciting one
for Metabolix, one in which we have made significant strides. We
now have three core platforms for growth: Mirel™ bioplastics
made by fermer tation of corn sugar, which is being commercial-
ized through Telles, our jeint venture with Archer Daniels
Midland (ADM); engineered plant crops (including switchgrass,
oilseeds and sugarcane) for the cogeneration of plastics with
biobased chemizals or energy; and four carbon (C4) chemicals
based on a nev/ fermentation platform. These platforms
are examples of the breadth and strength of Metabolix's
pathbreaking te shnology, which is protected by over
500 patents anc applications worldwide., One of
my top priorities as CEO will be to accelerate
the devetopment of all three platforms, as
well as to identify additional opportunities for
growth in arees where we believe Metabolix
would have a competitive advantage.

Qur first platform in commercialization is Miret bioplastic.
This material is derived from corn and delivers a broad range of

physical properties as well as unmatched environmental benefits.
Mirel is the onh' family of high performance bioplastics that will
harmlessly biocegrade in soil, home and industrial compaosts,
septic systems, wetlands, rivers, and the ocean. Products made
with Mirel can F armlessly biodegrade back to nature at the end
of their useful life. Mirel starts with nature and ends with nature,
Production of Mirel reduces petroleum usage by 95% and pro-
vides a 200% re duction in greenhouse as compared to the pro-
duction of petroleum based plastics. Because of these environ-
mental benefit:, we expect that Mirel will command premium
pricing, as do sther plastics offering specialized performance.
Cur goal is to use co-branding to deveiop and market Mirel as a
strong global b and associated with the brands of our customers.

In 2007 we foaused our customer pigeline for Mirel primarily on
applications with the greatest short term opportunity. These mar-
kets are packaging, including compostable bags; consumer
goods, including cosmetics and gift cards; consumer electronics;
agriculture and horticulture; and marine and water agplications.

These applications have a market size of over 2 billion pounds
per year, with a growth rate of 5%. The growth rate alone of these
markets would fill our first plent. During the holidays Target intro-
duced a nationwide release of compostable gift cards with Mirel
branding and a description of the environmental benefis of
Mirel on the cards. We made progress in the FDA application
process for food contact and with ADM on the construction of
the Clinton, lowa commercizl manufacturing facility.

We have also made significant progress in positioning the
Company to leverage oppor:unities across multiple platforrrs. In
February 2008 we announced a strategic research collaboration
with noted oilseed experts zt the Daniel Danforth Plant Sciznce
Center in St Louis. Metebolix also received a $2 million
Advanced Technology Program (ATP) award from the U.S.
Department of Commerce’s National Institute of Standard: and
Technology that will help us develop a new platform for the pro-
duction of renewable C4 chemicals from plants. The demand for
these chemicals is currently 2.5 billion pounds and growing at
approximately 5% per year. Today these chemicals are rade

from petroleum and are used to make spandex fioers,
polyurethanes, engineering resins, personal care procucts,
and solvents. Our plan is to offer a sustainable source of
C4 intermediates from plants and reduce depend-
ence on foss| resources.

We have come a long way toward achisving
our vision of combining bioscience and nature
to provide clean, sustainable solutions to the
world’s needs for plastics, chemicals, and energy. Our
balance sheet remains strong. We ended 2007 with cash
and short term investments totaling $109 million. This capi-
tal should be adequate to build our sales and marketing infra-
structure, conduct pre-commercial manufacturing, make neces-
sary commercial formulaticn investments, and to expand our
research and development <o build the Company.

In conclusion, we have achieved substantial milestones curing
2007 and will continue to build on this momentum throughout
2008 and beyond. | look forward to working with the Metabolix
teamn and bringing new insight and experience to continue with
the success and innovation of Metabalix. | would like to take this
opportunity to thank all of the employees for their tireless effarts
and our shareholders for thzir support.

Sincerely,

C

Richard P Eno
President and Chief Executive Officer
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Forward Looking Statements

This annual report on Form 10-K contains “forward-looking statements” within the meaning of
27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended. In particular, statements contained in the Form 10-K, including but not limited to,
statements regarding our future results of operations and financial position, business strategy and plan
prospects, projected revenue or costs and objectives of management for future research, development
or operations, are forward-looking statements. These statements relate to our future plans, objectives,
expectations and intentions and may be identified by words such as “may,” “will,” “should,” “expects,”
“plans,” “anticipate,” “intends,” “target,” “projects,” “contemplates,” “believe,” “estimates,” “predicts,
“potential,” and “continue,” or similar words.
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Although we believe that our expectations are based on reasonable assumptions within the bounds
of our knowledge of our business and operations, the forward-looking statements contained in this
document are neither promises nor guarantees. Qur business is subject to significant risk and
uncertainties and there can be no assurance that our actual results will not differ materially from our
expectations. These forward looking statements include, but are not limited to, statements concerning:
future financial performance and position, management’s strategy, plans and objectives for future
operations, plans and objectives for product development and commercialization, plans and objectives
for present and future rescarch and development and results of such research and development, plans
and objectives for manufacturing, the commercialization of environmentally sustainable, economically
attractive alternatives to petroleum-based plastics, chemicals and energy, the commercialization of
Miret™ biobased plastic through our alliance with Archer Daniels Midland Company, or ADM, sales of
Mirel as an alternative to petroleum-based plastics, the construction of the Commercial Manufacturing
Facility, the production of Mire! at the Commercial Manufacturing Facility, the commercial success of
Mirel, the feasibility of extracting biobased plastic from plant crops, the commercial viability of plant-
produced plastics, recognition of revenue, and management’s plans and expectations for revenue from
government grants, research and development revenue, research and development expenses and capital
and working capital requirements. Such forward-looking statements are subject to a number of risks
and uncertainties that could cause actual results to differ materially from those anticipated including,
without limitation, the following risks: (1) we may not be successful at manufacturing biobased plastics
on a commercial scale in a timely and economical manner, (2) we may not be successful in the
development of our products, including Mirel, (3} we depend on ADM for the construction of the
Commercial Manufacturing Facility, (4} if ADM does not build the Commercial Manufacturing Facility
on time and on budget, our revenues and the distribution of profits, if any, to us will be delayed,

(5) we may not be able to develop manufacturing capacity sufficient to meet demand in an economical
manner or at all, (6) we may not achieve market acceptance of our products, (7) we have limited
marketing and sales experience and capabilities, which may make the commercialization of our
products difficult, (8) we rely heavily on ADM and will rely heavily on future collaborative partners,
{9) our success will be influenced by the price of petroleum, the primary ingredient in conventional
petroleum-based plastics, relative to corn sugar, the primary ingredient in Mirel, (10) our future
profitability is uncertain, and we have a limited operating history on which you can base your
evaluation of our business, (11) we may need to secure additional funding and may be unable to raise
additional capital on favorable terms or at all, (12) if we lose key personnel or are unable to attract
and retain necessary talent, we may be unable to develop or commercialize our products under
development, (13} confidentiality agreements with employees and others may not adequately prevent
disclosure of our trade secrets and other proprietary information and may not adequately protect our
intellectual property, which could limit our ability to compete, (14) patent protection for our products
is important and uncertain, {15) a substantial portion of the technology used in our business is owned
by or subject to retained rights of third parties, (16) third parties may claim we infringe their
intellectual property, and we could suffer significant litigation or licensing expense as a result, (17) if
we are unable to manage our growth effectively, our business could be adversely affected, (18) we may




not be successful in identifying market needs for new technologies and developing new products to
meet those eeds, (19) Mirel is made using genetically modified products and may be, or may be
perceived as being, harmful to human health or the environment, (20) we face and will face substantial
competition in several different markets that may adversely affect our results of operations, (21) we are
subject to significant foreign and domestic government regulations, including environmental and health
and safety r:gulations, and compliance or failure to comply with these regulations could harm our
business, (2:!) our government grants may subject us to government audits, which could materially harm
our busines:. and results of operations, (23) we face risks associated with our international business,
(24) our pre-commercial manufacturing recovery operations are currently conclucted at a single location
which makes us susceptible to disasters, and (25) we may be subject to product liability claims based on
products sold by us, our customers and/or our licensees.

The forward-looking statements and risks factors presented in this documsznt are made only as of
the date hereof and we do not intend to update any of these risk factors or to publicly announce the
results of any revisions to any of our forward-looking statements other than as required under the
federal securities laws.




PART 1
ITEM 1. BUSINESS
Overview

We are a bioscience company that develops and plans to commercialize environmentally
sustainable, economically attractive alternatives to petroleum-based plastics, chemicals and energy. Our
strategy is to develop technology platforms that integrate advanced biotechnology with current
industrial practice and to commercialize these platforms with industry leading strategic partners.

Our first platform, which we are commercializing through Telles, a joint venture with Archer
Daniels Midland Company, or ADM, is a proprietary, large-scale microbial fermentation system for
producing a versatile family of polymers known as polyhydroxyalkanoates, which we have branded
under the name Mirel™. Through Telles, we intend to sell these bioplastics as environmentally friendly,
but functionally equivalent, alternatives to petroleum-based plastics in a wide range of commercial
applications, including packaging, consumer goods, consumer electronics, products used in agriculture
and horticulture, and marine and water applications. Mirel will be produced in a 110 million pound
annual capacity commercial scale plant, or Commercial Manufacturing Facility, which is presently under
construction by ADM in Clinton, Iowa. The timing of product availability from the Commercial
Manufacturing Facility has been projected to be December 2008. However, much of the current
construction work at Clinton has been impacted by this year’s harsh Midwest winter, and ADM is in
the process of re-evaluating construction timing for the Clinton project. The Commercial
Manufacturing Facility will produce biobased, sustainable and biodegradable Mirel plastic out of corn
sugar, an abundant agriculturally-produced renewable resource. We are currently producing
pre-commercial quantities of Mirel jointly with ADM at a small scale pre-commercial manufacturing
facility.

Our second technology platform, which is in an early stage, is a biomass biorefinery system using
plant crops to co-produce both bioplastics and bioenergy. For this system, we intend to extract polymer
from the engineered plant crop, so that the remaining plant material can be used as a biomass
feedstock for the production of bioenergy products including electricity and biofuel. We are engineering
switchgrass to produce bioplastics in the leaf and stem of the plant. We also have a collaboration with
the Australian Cooperative Research Centre to do the same in sugarcane, and we have recently
established a strategic research collaboration with the Donald Danforth Plant Science Center to
develop an advanced industrial oilseed crop for co-production of bioplastics along with vegetable oil,
biodiesel fuel, or oleochemicals. Switchgrass is a commercially and ecologically attractive, non-food
energy crop that is indigenous to North America and is generally considered to be a leading candidate
for cellulose-derived production of ethanol and other biofuels. Sugarcane is an established energy crop
that is well suited for tropical regions of the world. We believe that using these crops to co-produce
bioplastics with bioenergy products can offer superior economic value and productivity as compared to
single product systems that produce them individually. We have been working on our biomass
biorefinery platform using switchgrass for several years, and we believe that we are a scientific leader in
this field. Our goals for this program are to have commercially viable plant varieties in pre-commercial
field trials in three to four years. We may also seek to establish alliances with partners to commercially
exploit this platform.

As demonstrated by our first two technology platforms, we take an integrated systems approach to
our technology development. We are focused on developing entire production systems from gene to
end product as opposed to developing specific technologies (for example, gene sequencing, shuffling or
directed evolution) or singular aspects of a product’s production (for example, providing a key enzyme,
catalyst or ingredient). We believe this systems approach optimizes manufacturing productivity and,
when commercialized, will enable us to capture more economic value from any platform that we
pursue. We have core capabilities in microbial genetics, fermentation process engineering, chemical




engineering, polymer science, plant genetics and botanical science, and we have assembled these
capabilities in a way that has allowed us to integrate biotechnology with chemical engineering and
industrial practice. We believe that our approach can be applied to chemicals and other products to
help establich and grow environmentally sustainable plastics, chemicals and energy industries.

We intend to apply our core capabilities in microbial engineering and plant transformation to
develop biological routes to other chemicals and chemical intermediates. In September 2007 the U.S.
Department of Commerce’s National Institute of Standards and Technology approved a $2 million
award for wi to develop a commercially viable process for producing biobased chemicals from
renewable agricultural products. This award will fund our integrated bio-engingered chemicals program,
which is beginning development of sustainable solutions for widely used four-carbon industrial
chemicals.

To exploait our first technology platform, we are working with ADM to build the Commercial
Manufacturing Facility in Clinton, lowa. The bioplastics that this facility will produce are highly
versatile and range in properties from hard and strong to soft and flexible. These properties allow for a
wide variety of commercial applications, offering an environmentally-friendly alternative to petroleum-
derived synthetic materials which are not biodegradable. Through Telles we intend to initially position
Mirel as a premium priced specialty material catering to customers who want to match the functionality
of petroleur1-based plastic, but add the dimension of environmental responsibility to their products and
brands.

With ADM we have initiated product and business development activities including production of
pre-commercial amounts of Mirel, working with potential customers, and initiation of qualification trials
of our material for selected customer applications. We expect that our products will initially be sold to
companies that are:

* establishing themselves as leaders of the emerging market trend toward environmentally
respcnsible products and services;

* addressing current or anticipated regulatory pressure to shift to more sustainable industry;
and/cr

» selling products where biodegradability is a key functional requirement.

We have a current pipeline of prospective customers that reflect each of these traits.

Market Opportunity
Emerging Iscues Surrounding Petrochemicals

The merkets for petroleum-based plastics, chemicals and energy are among the largest in the
global economy. While these markets encompass a diverse array of products, they are all derived from
fossil feedstocks, particularly petroleum and natural gas. The prolonged broad use of these petroleum-
based products has created several economic, social and environmental issues, including plastic waste
management and pollution, rising fossil fuel prices, energy security and climate change. These issues
have resulted in rising levels of interest in product alternatives that are biobased, sustainable and
biodegradatle, unlike fossil fuels.

Plastic ¥aste Management and Pollution—According to the U.S. Environmental Protection Agency,
28.9 million tons of plastic solid waste was deposited into the U.S. municipal solid waste stream in
2005. Plastics are a rapidly growing contributor to U.S. municipal solid waste, having increased from
less than 1% in 1960 to over 11.8% by weight in 2005. In spite of intensive efforts to promote
collection and recycling, only 1.7 million tons of plastic or 5.7% of plastic solid waste was recycled that
year. While the balance is mostly deposited in landfills and waste treatment facilities, many plastic
items, particularly single use items such as bottles and caps, cups, lids and straws, and grocery bags
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become litter in the environment where they can become a significant problem. Plastic waste can create
a significant monetary burden on state and local governments. This situation has led California and
local jurisdictions within California to consider legislation banning the use of such plastic items or
imposing significant taxes on them. San Francisco currently has a ban on plastic bags in grocery stores
and chain pharmacies, and Los Angeles is considering similar legislation.

Moreover, current disposal methods may have adverse consequences to people’s health, safety and
the environment. Most wastes are placed in landfills or burned in incinerators. The burning process
may produce dioxins and other hazardous substances that are released into the environment. In
addition, landfills are filling up and requiring more land sources. Though attempts to slow the growth
of landfills have led to recycling legislation, it is still recognized that other solutions will need to be
pursued to address the problem.

The threat that petroleum-based plastics pose to the marine ecosystem has been well documented.
Studies have noted that the world’s oceans show increasing levels of persistent plastic particles of a size
ingestible by marine creatures at the bottom of the food chain. Larger plastic items are also
accumulating in large quantities in certain parts of the ocean, and marine birds and mammals have
been found killed by ingesting or getting tangled in plastic debris. Los Angeles County is now under
court order to clean up the plastic waste in the Los Angeles River, at an estimated cost of $2 to
$3 billion.

The Rising Cost of Fossil Fuel—World oil prices have increased from an average of $36 per barrel
in 2004 to over $100 per barrel during 2008. Declining domestic production in the United States,
higher demand in the developed world, rising demand in emerging markets, the increasing cost of
drilting activities, underinvestment in infrastructure, and the increasing proportion of hydrocarbon
reserves in politically unstable regions are all stimulating an environment of rising and increasingly
volatile oil and natural gas prices. The lack of substantial excess supply leaves the existing
petrochemical market subject to the significant risk of supply disruptions or dramatically higher oil
prices. Because fossil fuels are the primary feedstock for the plastics industry, polymer prices have also
been experiencing increases in both level and volatility.

Energy Security—There is a growing view that developing alternatives to fossil fuel is a matter of
national security. While the United States accounts for just 5% of the world’s population and 2% of
the world’s oil reserves, the United States consumes 25% of world oil production. The majority of the
U.S. oil needs are imported, with significant supplies coming from unstable or politically risky parts of
the world (the Middle East, Nigeria, Venezuela, and Russia), presenting risks to the economy and

~national security. Furthermore, oil is a finite resource, and there is growing evidence that the natural

peak for production may occur within the next 20 years.

Climate Change—There is a growing scientific consensus that global climate change is occurring
and that the rise in carbon dioxide emissions over the last 100 years has contributed to this situation. A
significant source of CO2 emissions comes from the use of fossil fuel. The broad acceptance of the
Kyoto protocol is evidence of the widespread concern for global climate change in the industrialized
world. In the United States, companies have started to account for carbon emissions, to prepare for
carbon limits and credit trading schemes, and to seek solutions for reducing their carbon emission
profile.

The Plastics Market

The plastics market is a large and global marketplace consisting of a broad range of polymer
resins. The market includes several widely used, high volume commodity resins and numerous lower
volume, higher performance resins targeting specialized end uses. Over the past forty years the plastics




market has posted relatively consistent growth driven by a number of important fundamental factors
including:

* replacement of traditional materials (glass, steel, aluminum, paper) with lower weight, higher
performance plastics;

¢ incrcased health and safety requirements necessitating improved consumer packaging;

* consumer demand for enhanced appearance and aesthetics which can be achieved with plastic
materials; and

* demind for more durable and functional materials in consumer durable and non-durable
products.

The growth in plastic use has generally exceeded overall economic growth as plastics have entered
numerous new markets and product applications based on their functionality and ability to meet
NnuMmMerous Lser requirements.

There are many different categories of plastics sold into the market today, but they are generally
categorized into two broad groups: commodity polymers and specialty polymers. The most commonly
known commodity polymers include polyethylene, polypropylene, polystyrene, PET and polyvinyl
chloride. The commodity polymers are high volume resins which tend to be lower value-added
materials produced in volumes of tens of billions of pounds per year. The global market for plastics for
use in compostable bags, cosmetics packaging, card stock, consumer electronics, agricuttural/
horticultural applications and marine/water applications alone is approximately two billion pounds per
year, with a growth rate of 5% annually. Specialty polymer pricing varies widely based on the type of
resin and the performance characteristics offered by the material. However, these resins are typically
priced at a premium to commodity plastics and, according to Plastics Technology, were selling at values
starting abcve $0.80 per pound and reaching as high, in some cases, as $3.60 per pound in June 2006.
In contrast, the commodity grade resins were generally priced at less than $1.00 per pound at that time.
Pricing has been volatile due to fluctuations in raw materials costs and supply/demand characteristics.

Fuels and Bioenergy Markets

According to the U.S. Department of Energy’s Report on International Energy Outlook dated Mayv
2007, worldwide demand for oil is expected to rise by over 40% from 83 million barrels a day in 2004
to 118 million barrels a day in 2030. The issues surrounding petroleum discussed above have given rise
to increasing demand for fuels produced from renewable sources. Many states are considering
legislation to capitalize on the environmental and energy security benefits of renewable fuels by
requiring their use,

In December of 2007, President Bush signed into law H.R. 6, the “Energy Independence and
Security Act,” which includes a historic Renewabie Fuels Standard (RFS} calling for at least 36 billion
gallons of ethanol to be used nationwide by 2022. The new RFS schedule calls for a minimum of
9 billion ga'lons of ethanol to be used nationwide in 2008, 20.5 billion gallons by 2015, and a total of
36 billion gallens by 2022, This long-term growth plan for ethanol is intended to spur its
commercialization from cellulosic feedstocks such as native grasses, crop residues, forestry waste, and
many other materials from all regions of the country. The National Commission on Energy Policy
estimates that the new RFS and the increased fuel efficiency standards in the bill will reduce domestic
oil use by 5 million barrels per day by 2030, save consumers $161 billion annually in fuel costs by 2030,
and reduce the nation’s carbon dioxide emissions by 320 million metric tons in 2020.

While ::thanol is typically produced from starch contained in grains such as corn and grain
sorghum, it can also be produced from cellulose. Cellulose is the main component of plant cell walls
and is the riaost common organic compound on earth. The production of ethanol from corn is a mature




technology that is not likely to see significant reductions in production cost. The ability to produce
ethanol from low-cost biomass will be an important factor in making it competitive as a gasoline
additive.

Oilseed crops are of importance for feed, food and industrial applications. The chemical
conversion of vegetable oils to a variety of oleochemicals is already well established. A very important
and growing area of application is the production of biodiesel by transesterification of vegetable oils
with either methanol or ethanol to produce the corresponding methyl or ethyl esters. Biodiesel is a very
good fuel that reduces ground level ozone, reduces our reliance on petrochemical resources, and
reduces greenhouse gas emissions. The energy content is only slightly less than conventional diesel.
With the help of federal tax incentives, the U.S. demand is continuing to grow at double digit rates
from a low base of 110 million gallons and is expected to increase to over 300 million gallons over the
next few years according to the National Biodiesel Board.

The Metabolix Solution

We are developing and are beginning to commercialize economically attractive, environmentatly
sustainable alternatives to petroleum-based plastics that are biobased, biodegradable and functionally
equivalent to traditional petroleum-based plastics. The use of a renewable agricultural feedstock as a
manufacturing input and the biodegradability of our plastics can potentially address many of the issues
associated with petroleum-based products. Our first product, which we will be commercializing through
Telles, our joint venture with ADM, is Mirel bioplastic, produced from corn sugar using our
proprietary, large-scale microbial fermentation system. We are also developing a proprietary platform
technology for co-producing plastics, chemicals and energy in crops such as switchgrass, sugarcane, and
oilseeds.

A Solution to Plastic Waste and Pollution from Persistent Plastics—Mirel is biodegradable under a
wide variety of conditions and therefore offers new options for addressing the burdens of traditional
plastic solid waste on the municipal waste stream and the dangers posed within the marine ecosystem.
For example, Mirel will decompose in landfills where air, moisture and bacteria are present. In aerobic
conditions, Mirel degrades into water and carbon dioxide. Mirel will also rapidly decompose in a waste
treatment facility and will degrade when flushed into household septic systems. It can be cleanly
incinerated, and can also be degraded in industrial or backyard composting environments. Mirel will
also biodegrade in aquatic environments, and so offers a solution to the hazard of persistent plastics in
wetland, river, coastal, and ocean ecosystems. It is critical to note, however, that Mirel is functionally
durable under typical cold, hot or wet conditions and only degrades in the environment subject to
microbial action.

Decreasing Carbon Dioxide Emissions—We believe that the widespread use of our biobased plastics
not only can decrease the use of fossil fuel but also can reduce the emission of carbon dioxide into the
atmosphere. While the production of Mirel produces carbon dioxide, both the agricultural production
of corn feedstock for microbial fermentation and the direct production of biobased plastics in plant
crops such as switchgrass have the added benefit of removing carbon dioxide from the environment
through photosynthesis. An independent life cycle assessment (LCA) for Mirel, conducted by Dr. Bruce
Dale, professor of Chemical Engineering at Michigan State University, determined that production of
Mirel reduces the use of nonrenewable energy by more than 95% and provides a 200% reduction in
greenhouse gases compared to production of conventional petroleum-based plastics.

Leveraging Agricultural Commodity Pricing Relative to Petrochemical Costs—Qur use of corn sugar as
a feedstock to produce Mirel and our use of other plant crops to co-produce plastics will reduce the
reliance on fossil fuel as the primary input source, thus significantly addressing the effects of the
increasing cost of fossit fuel. We believe that polymers based on agricultural feedstocks, such as Mirel,
may experience a more predictable cost structure and may become competitive to traditional




petroleum-based polymers over time. While Mirel will be produced using corn sugar, which has
experienced rising prices due to increased ethanol demand, other sugars including cane or cellulosic
sugar as well as vegetable oils can be used as feedstocks, which can enhance cost stability. The relative:
cost contribution of corn to Mirel is significantly less than that of the feedstocks for traditional
petroleum-based polymers. Furthermore, even if pricing dynamics for corn and corn sugar change from
past experience, we believe the volatility of oil prices will provide an incentive to diversify feedstocks.

Reducing Dependency on Foreign Energy—We believe the widespread use of our Mirel can help
lower the United States’ exposure to oil imported from politically unstable countries. In addition, we
believe thut the plastic-producing crops, which we intend to develop, offer the United States an
additional opportunity in biofuels production, which currently is focused primarily on corn-based
ethanol. Ve estimate that an annual crop of 160 million tons of plastic-producing switchgrass could
produce fuel equivalent to one million barrels of oil per day, approximately 5% of current U.S. oil
consumption, as well as 15 million tons of polymer per year.

History of Biobased Plastics and Formation of Metabelix

Polym ers are found in nature in a wide range of organisms including microbes, plants and in
animals. Polyhydroxyalkanoates, or PHAs, also naturally occur within certain organisms, including
microbes. These microbes use PHA to store energy and consume it for food when needed. It is this
characteriztic that gives Mirel its biodegradability.

Thouyth PHA polymers are found in nature, their production in wild-type bacterial strains is
inefficient and costly for commercial purposes. In 1981, Imperial Chemical Industries, or 1CI,
developed a controlled fermentation process using a wild-type bacterial strain to produce a PHA
copolymer that they introduced under the trade name Biopol. While a handful of applications were
developed for Biopol, the cost to produce the polymer using the naturally occurring bacterial strains
that were zvailable at the time was prohibitively high and its performance properties were limited.
Commercialization was not possible, but the Biopol assets remained largely intact and were eventually
sold to Monsanto, Inc,

By th: late 1980s, tools for genetic engineering had advanced significantly, and microbes were
already being genetically designed to produce various products, such as protein drugs. At the
Massachusetts Institute of Technology, Dr. Oliver Peoples, our Chief Scientific Officer, working in the
lab of Dr. Anthony Sinskey, a member of our Board of Directors, identified the key genes required fcr
the biosynthesis of Mirel and invented and patented the first transgenic systems for their production.
The use o genetically engineered production organisms, instead of wild-type strains, broadly expanded
the number of compositions that could be made and enabled the tight level of control and high
efficiency and productivity that are required for cost-effective industrial manufacturing.

Our company was formed in 1992 to exploit these discoveries. In order to fully capture the
opportunily, we also acquired Monsanto’s patent estate which relates to biobased plastics, which
included the Biopol assets, in 2001. We have since fully developed an integrated manufacturing process
using transgenic strains for fermentation and a proprietary recovery process. This integrated
manufacturing process is being incorporated into the Mirel Commercial Manufacturing Facility. We
have also \leveloped proprietary plastic formulation technology, and we are zlso developing our
platform t:chnology for co-producing plastics, chemicals and energy in crops such as switchgrass,
oilseeds and sugarcane.




Business Strategy

Qur goal is to be the leader in discovering, developing and commercializing economically
attractive, environmentally sustainable alternatives to petrolevm-based plastics, chemicals and energy.
To achieve this goal, we are building a portfolio of programs that we believe will not only provide an
attractive slate of commercial opportunities but will also generate leading and competitive intellectual
property positions in the field. Key elements of our strategy include:

Establishing Production of Mirel—We have put into operation a pre-commercial manufacturing
facility to produce Mirel to seed the market, and we have contracted with others to perform certain
processing and compounding steps. During 2007 we expanded our pre-commercial production facility to
a design capacity of 50,000 pounds per month in order to supply greater amounts of Mirel material for
market development activities. As part of our strategic alliance, ADM is constructing a 110 million
pound annual capacity Commercial Manufacturing Facility to produce Mirel. The ADM site in Clinton,
Towa is being built to accommodate significant expansion beyond its initial capacity.

Market Positioning and Sales—We have put in place a marketing and sales team to educate and
develop our prospective customer base for Mirel. This team is focused on positioning Mirel as a
premium priced, specialty material that is an environmentally attractive alternative to petroleum-based
plastics. We are marketing our biobased plastic under the brand name Mirel consistent with this
positioning and will seek to co-brand Mirel with our customers. The focus of this effort is to build a -
pipeline of customer projects across a range of applications. Our goal is to obtain substantial customer
commitments prior to completion of the Commercial Manufacturing Facility.

Continuing Microbial Research and Process Development—We have identified opportunities to
improve our production strains and our fermentation and recovery processes. We believe that
significant reductions in the cost to manufacture Mire! can occur as we successfully exploit these
opportunities. We also belicve that as we acquire more experience with manufacturing our products at
commercial scale, we will identify further improvements we can make, '

Developing Applications for Mirel—We have developed formulations of cur polymer suitable for
injection molding, blown and cast film, sheet, extrusion coating, and thermoforming. These grades will
be refined further to tailor them for specific customer performance requirements, and additional grades
will be developed for other applications. In addition, we plan to develop new formulations and
processing protocols to extend the applications into which we can sell our products. Specific areas of
work may include extrusion coating, foam and fiber.

Advancing Switchgrass Research and Other Plant Strains—We believe that we are pioneering the
technical process of introducing multigene traits into plant crops for the production of plastics directly
in the plant. Our switchgrass platform is currently in the research phase. In order to achieve a
commercially attractive system, we intend to further improve our plant strains to achieve high levels of
PHA content by weight. We also intend to research introducing traits to increase crop yields in terms
of tons per acre, and enhance biomass processability for the production of energy. We are also
exploring additional crop varieties that offer attractive commercial opportunities. These include oilseed,
which is suitable for northern climates and can co-produce PHAs along with biodiesel feedstock, and
sugar cane, which is suitable for tropical climates and can co-produce PHAs along with ethanol
feedstock.

Partnering our Plastics in Plant Crops Programs—As appropriate, we may seek to leverage our
technology and establish strategic partnerships with one or more industry leading companies that can
provide access to resources and infrastructure valuable for commercializing these platforms. These
partnerships may take the form of large-scale strategic collaborations, or more limited collaborations
with partners having complementary strengths, for exampie in biorefinery operations or marketing,




Build'ng Governmental Awareness of Our Approach—Policy makers are seeking opportunities to
reduce dependence on imported fossil fuel, decrease carbon dioxide emission, and address landfill and
pollution ssues. We intend to continue to build our governmental affairs initiatives, primarily in
California, which is well known as a leader in environmental legislation. We believe that higher
awareness of our solution may result in legislation that can facilitate and accelerate the adoption of our
products.

Extending Our Technology to Sustainable Production of Large Volume Chemicals and Intermediates—
We believz that our technical capabilities can be applied to produce important commercial chemicals
and chemical intermediates through biological conversion of sustainable feedstocks such as sugars.
Through our integrated bio-engineered chemicals program, we plan to conduct research into the
development of sustainable solutions for widely used four-carbon industrial chemicals.

Furthering our Leading and Competitive Intellectual Property Position—We have built a patent estate
around our platform technologies and a variety of inventions relevant to the commercialization of
Mirel. We plan to extend this patent estate within our core business as well as to other commercial
opportunities in the area of biobased plastics, chemicals and energy. Where appropriate, we may also
license our intellectual property to others in fields outside our areas of interest. Some of the areas in
which we may seek to establish leading and competitive intellectual property include:

¢ intermediates and chemicals produced by microbial fermentation;
* plant varieties to co-produce plastics and energy (e.g., ethanol and bindiesel); and i

* plant strains that optimize crop yields and processing traits for conversion to energy. |

Mirel

Our first platform, which we will be commercializing through Telles, our joint venture with Archer
Daniels Midland Company, or ADM, is a proprietary, large-scale microbial fermentation system for
producing bioplastics. Our microbial fermentation system combines our proprietary engineered
microbes with corn sugar and other materials in a fermenter. The microbes digest the corn sugar and
produce tie bioplastics (polyhydroxyalkanoates, or “PHAs"™) inside the microbes. We separate the |
bioplastic:: from the remainder of the microbes and formulate Mirel into its final form for commercial :
sale.

Alliance with Archer Daniels Midland Company

On July 12, 2006, we entered into a commercial alliance with ADM Polymer Corporation, a
wholly-owned subsidiary of ADM, one of the largest agricultural processors in the world. The
commerciil alliance has two phases, which are described below and include: (i) a Commercial Alliance
Phase anc. (ii) a Joint Venture Phase,

Comraercial Alliance Phase—The purpose of this phase is to build the Commercial Manufacturing
Facility, to market and sell Mirel through a joint venture company owned equally by each of Metabolix
and ADM. Polymer, which we have named Telles, to make arrangements for the financing of the
operation and to allocate distributions of cash flow.

On JFily 12, 2006, ADM exercised its option to enter into the Commercial Alliance. The
Commercial Alliance Phase will last until the expiration of all patents relating to PHAs produced
through fermentation (including patents licensed by us to Telles and patents claiming inventions made:
during the: strategic alliance with ADM Polymer), unless we and ADM enter the Joint Venture Phase
(as described below) or unless either party terminates the strategic alliance. During the Commercial
Alliance ’hase, ADM is responsible for and finances construction of the Commercial Manufacturing
Facility, which it will own and contract on a dedicated basis to Telles. In addition, ADM will finance
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the working capital requirements of Telles. We are "‘r'es'ponsible for compounding operations and
investing in compounding equipment, and we will take responsibility for continuing research and
development. In addition, we will lead the sales and marketing efforts on behalf of Telles until
completion of the construction of the Commercial Manufacturing Facility. At that time, Telles will
assume control of such activities. Telles will make up to twelve quarterly payments of approximately
$1.6 million to us to support these activities during the construction of the Commercial Manufacturing
Facility. After the twelfth payment is received and until commercial sales of product from the
Commercial Manufacturing Facility begin, we will bear all the costs of such sales and marketing
activities. In the event construction is completed and sale of commercial product commences prior to
Telles making all twelve such payments, the quarterly payments will cease, and the joint venture will
pay us a lump sum equal to the number of remaining unpaid payments multiplied by $250,000.

Upon the commencement of commercial sales, Telles will pay royalties to us for all Mirel sold by
Telles. Tetles will also pay manufacturing fees to ADM for production of Mirel and will pay
compounding fees to us for certain compounding services. Telles will compensate ADM and us for
services that we each may provide under separate service agreements. For example, we anticipate that
we may provide research, development, marketing and sales services to Teiles under such a service
agreement.

ADM is constructing and financing, and will own and operate the Commercial Manufacturing
Facility through a manufacturing agreement with Telles. Even though Telles is a separate legal entity
owned cqually by each of Metabolix and ADM Polymer, ADM Polymer will disproportionately fund the
activities of Telles subject to certain limitations. In order to rebalance the respective investments made
by the parties, a preferential distribution of cash flow will be used, whereby all profits, after payment of
all royalties, reimbursements and fees, from Telles will be distributed to ADM until ADM’s
disproportionate investment in Telles, including the costs of constructing the Commercial
Manufacturing Facility, have been returned to ADM. Once ADM has recouped such amounts, the
profits of Telles will be distributed in equal amounts to the parties.

Our agreements with ADM limit ADM’s and our right to work with other parties or alone, in
developing or commercializing PHAs made through fermentation. These agreements do not, however,
limit our right to develop, manufacture or sell biobased plastics, including PHAs, produced through
plants such as switchgrass, sugarcane or oilseeds (rather than through fermentation) independent of the
alliance.

These agreements also include detailed provisions setting out the rights and obligations of the
parties in the event of a termination of the Commercial Alliance. These provisions include the right of
the parties to terminate the Commercial Alliance upon a material default of a material obligation by
the other party after a notice and cure period has expired. The parties are also permitted, under
limited circumstances, to terminate the Commercial Alliance if a change in circumstances that is not
reasonably within the control of a party makes the anticipated financial return from the project
inadequate or too uncertain. ADM and we have agreed that the following are examples of a change in
circumstances beyond the reasonable control of ADM:

* a third party challenge to the validity or enforceability of our technology or patent rights relating
to our fermentation program;

* the emergence of a third party’s superior technology;

* an increase in the projected cost required to construct the Commercial Manufacturing Facility or
to manufacture Mirel; and

* a decrease in the projected sales volume of Mirel.
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The zgreement does not provide examples of a change in circumstances beyond our reasonable
control. Finally, the parties have specific obligations to fulfill in the event of termination or if they file
for bankruptcy protection. The obligations on termination are generally structured to permit the
non-breaching party (in the event the strategic alliance is terminated due to a breach of the
agreemen's) to continue to develop the business established by the alliance. For example, on such a
terminaticn due to a breach by us, ADM would be permitted to continue to produce and sell Mirel
(generally in limited quantities and subject to a royalty to us) and we would be required to perform
compouncling services for ADM for a period of time following the termination. Similarly, on a
terminaticn due to a breach by ADM or termination by ADM due to a change in circumstances, we
would be permitted to continue to produce, and sell, Mirel, and ADM would be required to perform
fermentat:on services for us for a period of time following the termination (subject to certain payment
obligations to ADM).

Joint Venture Phase—When market demand exceeds the capacity of the Commercial Manufacturing
Facility ar:d the initial license granted by us, ADM has the option to form a new entity with us in order
to build aiditional capacity and expand the commercial operation beyond the limits of the initial
production capacity. The new joint venture entity would be owned equally by Metabolix and ADM
Polymer. Jnder certain circumstances, if ADM does not exercise its option, then Metabolix would have
an opportunity to manufacture and sell Mirel independent of the Commercial Alliance.

Target Markets for Mirel

We bzlieve Mirel possesses comparable functional properties to petroleum-based polymers serving
applicatio1s that cover as much as half of the global polymer market. Our strategy is to enter this
market with premium priced products that address specialized segments that can be served
competitively by Mirel’s distinctive properties. Telles will sell Mirel in pellet form (for further
processing; and re-sale as finished goods or components by customers) and may also sell Mirel in
densified form, as a blend with other biodegradable materials, or in other forms as may be determined
by Telles iind its customers.

We are initially targeting three market segments: branded products, regulated markets and
products 1equiring biodegradability as a key functional property.

Branded Products—The market for branded products and services with attributes of environmental
responsibility and sustainability is an emerging business opportunity. We are branding our biobased
plastic under the name Mirel, and we expect that by co-branding products that use Mirel, we and our
customers will be able to jointly promote environmental sustainability.

We believe that producers are positioning products as environmentally responsible or superior to
gain a cotapetitive advantage as they believe consumer preferences are shifting. We believe the use of
Mirel in tranded products either directly or for packaging will facilitate and enhance our customers’
efforts to exploit this trend.

Regulvted Markets—Repgulatory action, such as bans, taxes, subsidies, mandates and initiatives, to
encourage substitution of renewable and sustainable materials for petroleum-based incumbents is
increasing. Examples of this can be found in the following jurisdictions:

* Bezinning in June 2008, China will ban shops from giving out free plastic bags.
« Taiwan, India and Tanzania have placed outright bans on plastic bags.

* Ireland, Kenya, Uganda, Switzerland and Belgium have placed taxes or tariffs on plastic bags.
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* Germany has a 1.30 Euro/kg levy on plastic packaging that is non-biodegradable. In addition,
Europe requires original equipment manufacturers to take back certain products at the end of
life and manage their disposal.

In the geographic segments where regulatory drivers exist, Mirel can meet requirements for
biobased content or biodegradability that favor Mirel over conventional petroleum-based plastics. In
addition, producers are now anticipating regulatory change and are initiating programs to introduce
sustainable materials into their products prior to or in an attempt to forestall implementation of such
regulation. We believe that as awareness of our practical and affordable alternative grows, the pace of
regulatory change may accelerate.

Products Requiring Biodegradability—There are a number of applications for which biodegradability
will be a key functional property. These markets consist largely of agricultural, erosion control, and
construction applications, where the employment of implements and materials that decay naturally after
use can increase efficiency, simplify cleanup and reduce disposal cost. While there are biodegradable
offerings on the market today, we do not believe that existing products provide both the robust
performance in use combined with the degradation in a variety of conditions that Mirel offers. For
example, some materials break down quite rapidly when exposed to water and would not be durable
enough if used in agricultural applications. Other materials will only degrade in hot compost
environments. Mirel, however, can be engineered to provide months of use in the environment and
then be plowed under the soil or left on-site to decompose over time in normal soil conditions where
microbes are present. Potential applications in this segment include:

¢ Mulch film

* Erosion control netting

+ Single season irrigation devices
* Stakes

* Plant pots

Applications for Mirel

To approach these market segments, we are conducting praduct and business development
activities, including working with potential customers to determine their specific needs, and we have
begun the process of qualifying our material for a variety of customer applications. We are actively
developing customer prospects to qualify our products in the following application areas:

Segment Examples of Application
Packaging * Caps and closures « Stretch wrap
» Compostable bags * Foam
Consumer Products * Cosmetics packaging * Gift and credit cards
*+ Personal hygiene products
Electronics * Components * Housing
+ Trays
Agriculture/Horticulture » Agricultural film * Silage wrap
* Erosion control stakes * Degradable plant pots
* Netting
Marine/Water * Biodepradable water treatment
devices
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To serve these market opportunities, we have developed formulations of Mirel that can be
processed in conventional plastics processing equipment for injection molding, blown and cast film,
sheet, extrasion coating, and thermoforming. We also have plans to develop additional formulations tc
address th: market segments above. We are presently working on a $1.0 million contract awarded by
the Strategic Environmental Research and Development Program of the U.S. Department of Defense
to develop formulations suitable for packaging foam and stretch pallet wrap. We also have plans to
explore formulations for producing blow molded bottles and fiber. To support these efforts, we have
expanded our product development team. In some cases we may also enter into joint development
arrangements with customers who have expertise in specific product applications.

Marketing and Sales

We ate leading the marketing and sales effort on behalf of Telles. Sales of Mirel are highly
technical i1 nature. Our expertise in polymer science combined with our familiarity with the properties
of the Mirel family of bioplastics is essential to developing resin grades that meet specific customer
requireme:ts. In some cases, we may coordinate joint marketing and sales efforts with ADM, taking
advantage of ADM’s strong customer base. ADM is a world leader in agricultural processing and
fermentation technology and is one of the world’s largest processors of corn, soybeans, wheat and
cocoa. ADM is also a leader in the production of ethanol and corn sweeteners.

It is cur goal to establish customer relationships, that will lead to substantial purchase
commitments for a portion of the Commercial Manufacturing Facility’s initial output when production
starts. To that end, we have built a pipeline of customer projects in different applications to maximize
our oppor unities to fill the plant to capacity.

We aie currently focusing our efforts on applications in the areas of injection molding, cast and
blown filr:, sheet, and thermoforming. We have provided material to customszr prospects for initial
testing. Some of our customer prospects have progressed to evaluation of additional volumes of Mirel
in larger s:ale product qualification trials and test marketing, which in turn may lead to product
adoption ¢nd sales. During 2007, Target test marketed gift cards made using Mirel in 129 of its stores
and then introduced gift cards made using Mirel in all of its 1,600 stores in time for the 2007 holiday
shopping ¢eason.

We are branding our biobased plastics under the name Mirel, and, where possible, we intend to
co-brand the products that incorporate Mirel. Prospective buyers of Mirel are seeking not only the
functional properties Mirel provides, but also the ability to promote their use of sustainable and
renewable products. Co-branding enables our customers to convey environmental responsibility to their
end consumers by referencing our brand with their product.

Mirel is being positioned as a specialty material that can serve both a functional need (which
petroleum-based polymers may satisfy) and consumer preference for environmental responsibility
(which petrochemical-based polymers cannot address). Consequently, we expect Telles to price Mirel as
a specialty product at a premium to the prices of large volume commodity polymers but comparable to
a number of specialty polymers. The business model for positioning products with an environmental
benefit at higher price points is increasingly prevalent with examples in several different industries
ranging from retail food stores to gasoline-electric hybrid automobiles.

On behalf of Telles, we intend to sell Mirel into markets around the globe, with an initial focus on
North America, Europe and Japan. We intend to establish marketing and sales efforts either directly or
through regional alliances with local firms in the Far East and Europe. We will also consider selected
market development arrangements in certain discrete segments (fiber, for example) where there may be
advantages to working closely with a market leader in that segment.
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Competition

The plastics market is large, with many established players. The market has grown around the
chemical processing of oil and natural gas, and is concentrated in the conventional, non-biodegradable
petroleum-based segment.

Established players in this segment include Dow Chemical, DuPont, BASE, Bayer, SABIC and
Mitsubishi Chemical, among many others. The price of conventional petroleum-based plastic is volatile,
as it is dependent on petroleum as a key manufacturing input. In addition, the non-biodegradability of
conventional petroleum-based plastics makes them persistent in and harmful to the environment and
creates significant waste,

A few companies, such as DuPont, have taken steps toward plastics based on renewable resources,
and are commercializing plastics that use building blocks derived from renewable resources as
components. These products remain primarily fossil carbon based and are not biodegradable. Other
producers of petroleum-based plastics, including BASF, Mitsubishi Chemical, and DuPont, now produce
certain petrochemical grades that are biodegraded in industrial compost environments, but are
otherwise persistent in the environment and are still subject to the volatility of oil and natural gas
prices.

Our most comparable competitors are in the biodegradable, renewable resource based plastic
segment, within which there are three distinct technologies: PHA, polylactic acid (PLA) and starch-
based biodegradabies. Just as a wide variety of different petroleum-based plastics now serve the needs
of the market; we believe that these three product classes are more complementary than competitive.
We believe that of these three product classes, Mirel offers the broadest range of propertics and
processing options, and will address the largest proportion of opportunities as an environmentally
attractive yet functionally equivalent alternative to conventional petroleum-based plastics. Unlike PLA
and most starch-based biodegradables, Mirel can:

* biodegrade in the natural environment, including the marine environment,
* biodegrade in cold and hot composts,
* remain functional in a wide range of temperature settings, and

* not deteriorate in everyday use.
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Other companies active in the PHA plastics segment include Kaneka, Tainan, and minor producers
in Brazil. The key players in PLA and starch based biodegradable plastics are NatureWorks, Mitsui
Chemical, 'Toyota, Novamont and Stanelco.

Biodegrad ability Fossil Carbon Based Plastics Biomass Renewable Resource Based Plastics
Biodegradable Synthetic Biodegradable PHA:
Polyesters: -Metabolix (Mirel™)
-DuPont (Biomax™) -Kaneka (PHBH)
-BASF (Ecoflex™) -Tianan (PHBV)
-Mitsubishi Chemical
-Showa Denko (Bionolle™) PLA:

-Cargill/Teijin (NatureWorks™)
-Mitsui Chemical (Lacea™)
-Toyota

Starch-based Biodegradables:
-Novamont (MaterBi™)
-Stanelco (Starpol™)

Non-Biodegradable Traditional petroleum-based -DuPont (Sorora™ (~30% biobased))
products -Dow Chemical (Soybean Polyurethanes)
-Arkema (Nylon 11)
-Braskem (HDPE)

We believe that the principal advantages of our products will be the use of renewable feedstocks
and biodegradability combined with their performance when compared to our alternative products. We
believe ou1 Mirel products compare well against other biodegradable plastics when judged on the
following fictors:

* Bivdegradabiliy—Mirel will biodegrade due to the action of microbial agents in a wide variety of
circumstances, including both cold and hot compost (certain “biodegradable” plastics only
degrade in hot compost), soil, anaerobic environments such as found in municipal waste
treatment facilities and septic systems, and marine, wetland, and fresh water environments.

* Property Range—Mirel possesses a particularly broad range of functional properties, varying from
stiff to flexible.

* Processability—Mirel can be processed in many types of existing polymer conversion equipment.

» Upper Service Temperature—Some formulations of Mirel will withstand temperatures in excess of
100" C, i.e., the boiling point of water, an important threshold.

* Resistance to Hydrolysis—While Mirel will biodegrade in marine, wetland, and fresh water
environments, it is resistant to reacting with even hot water over durations encountered in manv
app ications.

= Caroon Footprint—An independent life cycle assessment (LCA) for Mirel determined that
production of Mirel reduces the use of nonrenewable energy by more than 95% and provides a
200'% reduction in greenhouse gases compared to production of conventional petroleurn-based
plastics.

Research 1'rograms

We believe Mirel is the first of several attractive opportunities we will pursue to meet the world’s
plastic, chemical and energy needs through the biological conversion of renewable and sustainable
agricultural feedstocks.
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Biomass Biorefinery Programs

We are developing a breakthrough technology to produce plastics directly in plants. This effort
builds on our success in creating high productivity microbial bio-factories and offers the potential to
produce biobased plastics at comparable or lower costs than the current cost of producing commodity
petroleum-based plastics such as polyethylene, polypropylene, and polystyrene. We believe we can
engineer a system that co-produces plastics along with biomass for conversion to energy (such as steam,
electricity, ethanol or biodiesel). This concept, called a “biomass biorefinery,” is based on the
co-production of energy and higher value biobased plastic. It is analogous to today’s energy/
petrochemical industry where synthetic plastics are derivative value-adding products to the production
of energy from petroleum and natural gas. We believe the co-production of biobased plastics with
energy in one system will offer superior economic value and productivity to a single product system. We
received significant funding from the United States Government and BP for these efforts, and we have
collaborations with the Donald Danforth Plant Science Center and the Australian Cooperative
Research Centre to further our research in this area. Our goal is to reach field trial demonstrations
within the next three to four years.

We believe we are a leader in the science and technology related to the transformation of several
potentially important industrial biorefinery crops, including switchgrass. Precise insertion of novel
pathways in plants is challenging due to the tendency of plants to eliminate foreign genes and due to
the lengthy time required for cross-breeding of plant generations having new genes. We have developed
several proprietary approaches to more efficiently introduce complex, multi-gene, multi-step pathways
into switchgrass and we expect that these approaches will have value in other areas in addition to
production of plastics.

We believe that our biomass biorefinery program offers the potential to improve the economics of
producing not only biobased plastics, but also bioenergy. Polymer production economics can be
improved because the manufacture of the material will take place within the plant. With our current
fermentation process, starch, a precursor to our feedstock (i.e. corn sugar), is produced within the
plant. Considerable costs are incurred extracting starch, converting it to corn sugar feedstock, and then
converting that feedstock to Mirel. Through direct production in switchgrass, oilseeds or other crops,
we can eliminate those conversion costs and potentially achieve production economics comparable to
those of general agricultural products, which are inexpensive. It is also commonplace within both the
agricultural and the energy industries to produce a variety of co-products from raw materials to
maximize value. As with a barrel of oil that is converted to both gasoline and plastic, or a bushel of
corn that is converted to sweetener and other products, we believe that a plant variety that co-produces
both plastics and energy can have more value than one that does not.

While the cost of producing plastics in plant crops may be considerably lower than the cost of
producing these materials by fermentation, we believe the introduction of plant based materials can
significantly expand the market for fermentation based materials. The scale and complexity of
agriculturally producing plastics will limit the grades of material produced to just a few. Conversely,
fermentation based manufacturing allows many grades to be produced with a variety of property sets.
Together, low cost plant based material can be blended with fermentation material to achieve an
optimal balance between cost and performance.

Switchgrass

Our first program focuses on switchgrass, a commercially and ecologically attractive, non-food
energy crop that is indigenous to North America. Switchgrass is an attractive biomass to energy crop
that is generaily considered to be a leading candidate for cellulose-derived production of ethanol and
other biofuels. It is a high density perennial crop that can grow on marginal land and does not require
substantial inputs in terms of water or fertilization. It has the capability of sequestering significant
amounts of carbon dioxide from the atmosphere in its root systems.
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We have already achieved several significant milestones in this program and can produce small
amounts of plastics in switchgrass, Our research is currently focused on increasing plastic production
levels to amounts we believe would be commercially viable.

Sugarcune

We are also developing sugarcane for co-production of biobased and biodegradable plastic within
the leaves ¢ nd stems of that plant. In 2007 we entered into a research collaboration with Australia’s
Cooperative: Research Centre for Sugar Industry Innovation through Biotechnology (CRC SIIB) to
develop sugarcane strains for the production of plastics. Sugarcane is currently the premier biomass
crop for biofuels, and we believe it can be developed to produce an advanced biorefinery feedstock for
the production of bioplastics, chemicals and energy, significantly expanding Metabolix’s global reach.
While switchgrass is well suited for the North American climate, sugarcane will be ideal for more
tropical cliraate zones.

Oilseedr

Industrial oilseeds represent the third crop system to which Metabolix is applying its patented
technology. We have initiated a program to develop an advanced industrial oilseed crop for
co-production of bioplastics along with vegetable oil, which could be used for non-food applications
such as bio.diesel fuel or oleochemicals. Oilseeds are the primary feedstock for the more than
250 million gallons of biodiesel produced annually in the United States, and the co-production of
bioplastics >romises to improve the economics of this crop industry. Recently, we established a research
collaboraticn with noted oilseed experts at the Donald Danforth Plant Science Center, a leading
not-for-pro’it research institute in St. Louis, Missouri. The successful achievernent of the technical goals
of this program would result in stable expression of biobased plastics directly in oilseed crops.
Metabolix plans to assemble a team of scientists in St. Louis to work closely with Danforth’s principal
investigatots. The Danforth Center has extensive experience in oilseed technology. Combining their
experience with our patented technologies could expedite the commercialization of multiple products in
oilseed crops. This collaboration is supported financially by a two year, $1.14 million grant from the
Missouri Life Sciences Trust Fund to the Danforth Center.

Integrated Bio-Engineered Chemicals Program

During, 2007, we received an Advanced Technology Program (ATP) award from the U.S.
Department of Commerce’s National Institute of Standards and Technology (NIST). The $2 million
award will e used to develop a commercially viable process for producing biobased chemicals from
renewable agricultural products. The ATP program provides cost-shared funding to industry-led teams,
including non-profits and universities, to help advance rescarch and development projects that have the:
potential tc spark important, broad-based economic or social benefits for the United States. Our award!
will fund our integrated bio-engineered chemicals (IBEC) program, which is beginning development of
sustainable solutions for widely-used four-carbon industrial chemicals. The program is designed to
create a cless of biobased routes for producing important industrial chemical intermediates, reducing
our depencence on fossil feedstocks and providing the nation with competitive advantages in polymers,
chemicals end agriculture, all while reducing adverse environmental impacts.

Our IBEC project will seek to bio-engineer microbes to produce polymers similar to Mirel through
the fermen:ation of plant-derived sugars. The produced polyesters will then be converted into a variety
of four-carbon (C4) industrial chemicals. Today, C4 chemicals are produced almost entirely from fossil-
based hydrocarbons such as natural gas, oil or coal and are used in products such as auto parts,
spandex, polyurethanes, engineering resins and solvents. Global demand for C4 industrial chemicals is
estimated ¢t 2.5 billion pounds annually, and growing at a rate of 4 to 5 percent a year.
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Our Technology and Product Development Process

We believe we have one of the most advanced capabilities to perform metabolic pathway
engineering in the world and that we are skilled in our ability to integrate the biotechnology we
develop into large scale industrial production processes. We believe that our advanced capabilities will
allow us to:

» design and engineer living organisms to perform a series of chemical reactions that convert a
feedstock to an end product in a highly efficient and reliable manner;

» incorporate that organism into a reliable, large scale industrial process; and
p g 4 p

« tailor our end product from that process to suit our customers’ needs.

Biology and Genetic Engineering—While most biotechnology products today involve identifying a
single gene to produce one protein, we have identified and chromosomally inserted a series of genes to
produce several proteins and have done so in such a way that they arc expressed to execute the right
reactions at the right times. We are not aware of other efforts in this field that have executed metabolic
pathway engineering to this level of sophistication and with the level of success that we have achieved.
The illustration below shows a schematic of our multi-gene system to produce Mirel.
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We have also developed core competencies in plant transformation and the development of
advanced multigene expression technologies for introducing multiple traits into biomass plant crops.

Industrial Fermentation Process Engineering—We have tightly integrated our fermentation scale-up
research capabilities with our genetic engineering capabilities to create a feedback loop where data
from fermentation experiments can readily influence microbial design and where microbial engineering
approaches can guide the fermentation group to structure the optimal protocols (recipes) for running
fermentations.

Chemical Process Engineering—The third element of our technology and product development
process involves process chemistry and chemical engineering to separate the polymer from the
biological cell material once fermentation is complete. We have a dedicated team that has developed a
proprietary process for Mirel recovery at the industrial scale. We have invented a process that achieves
a high level of purity without damaging the polymer and that we believe can be implemented cost
effectively at commercial scale. We have successfully demonstrated our ability to efficiently isolate
polymer from the cell debris, clean and dry the polymer and prepare it for processing into pellets.
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Polymer Science and Product Development—The final elements of our product development involve
tailoring thz polymer to provide the product properties and meet the processing requirements for
specific customer applications and then compounding that material for delivery to customers. Our
product development team has considerable expertise in polymer science and to date has developed
prototype formulations for injection molding, blown and cast film, sheet, extrusion coating, and
thermoforming. We will continue to work with our customers to finalize our formulations to
commercial specifications. In the future, we have plans to create formulations for blow molding, foam
and fiber.

In sum, we have successfully integrated capabilities in biology, genetics, fermentation process
engineering, chemical engineering and polymer science. We believe this integrated set of capabilities
will be a source of competitive advantage. These same capabilities are being applied to our plant crop
programs where we intend to develop an industrial system to co-produce bioplastics with cost
advantaged biomass for bioenergy. We believe our capabilities can also be applied successfully to other
biobased plastics, chemicals and energy projects.

Research & Development

We have a long standing and ongoing research and development program that is designed to
exploit our systems approach to industrial biotechnology. We believe that the technical challenges of
successfully deploying biotechnology in industrial settings are high and that systems developed in an
integrated ¢nd comprehensive environment will generate the optimum possible results and provide us
with a competitive advantage. Furthermore, we believe fully developed, commarcially viable processes
will command higher values from potential partners than individual components or technologies.

The pr.mary goals of our research and development program are to:
* lowe: the cost and improve the productivity of producing Mirel by miciobial fermentation;
» expand the market applications into which Mirel can be sold;

* introduce a plant-based production system that can dramatically transform the markets for
plast:cs and energy;

* develop new opportunities to produce plastics, chemicals and energy in either fermentation or
plant based systems; and

* develop and acquire competitive intellectual property and know-how in biobased plastics,
chemicals and energy that defines us as the leader in the field.

QOur research and development efforts are presently focused in three critical areas:

Microbial Fermentation—We have ongoing strain development efforts to develop microbes that can
produce higaer yields of Mirel at lower cost than our current strains. We have identified specific
projects tha: we believe will allow us to approach the maximum theoretical yield and productivity of
these systems. In addition, we are engaged in strain development work to facilitate production of other
specific Mir:l compositions that will allow us to extend the range of market applications we can
address. This work will be combined with our ongoing product development effort, which is broadening
the range ol formulations we can make with our lead polymer composition.

Polymer Producing Plants—We are developing a technology to produce plastics directly in plants,
including switchgrass, sugarcane and oilseed. This effort builds on our success in creating high
productivity microbial biofactories and may enable the production of biobased plastics with economics
that are as favorable as, or more favorable than, general purpose commodity plastics such as
polyethylene, polypropylene, and polystyrene. We have successfully achieved the milestone of polymer
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production in switchgrass in small amounts and are now working to increase production levels to
amounts that would be commercially viable,

New Systems and Products—We plan to further apply our platform technologies to other
commercial opportunities in the area of biobased plastics, chemicals and energy.

As of December 31, 2007, we employed 49 personnel conducting research and development for
our programs. Among our research staff, 21 hold Ph.D.s and 24 hold masters or bachelors degrees in
their respective disciplines. Our staff has expertise in the following areas: microbial genetics,
bioinformatics, metabolic engineering, systems biology, plant genetic engineering, fermentation process
engineering, chemical engineering, and polymer science and engineering.

Intellectual Property

Our continued success depends in large part on our proprietary technology. We rely on a
combination of patent, copyright, trademark and trade secret laws, as well as confidentiality
agreements, to establish and protect our proprietary rights.

We own approximately 390 issued patents and 120 patent applications world wide, and we have
licensed from third parties approximately 70 issued patents and 10 patent applications world wide.
These patents cover, among other things, the fundamental biotechnology needed to produce Mirel as
well as compositions, processes and derived products. The licensed patents and patent applications
include patents covering our core technology that are owned by Massachusetts Institute of Technology
and exclusively licensed to us. Under the MIT licensing agreement, we currently pay annual license
fees. In addition, under this licensing agreement, we are obligated to pay royalties on sublicensing
revenue and sales of products, if any, covered by the licensed patents.

Our patents are directed to compositions of polymers, genes, vectors, expression systems in plants
and microbes, devices, coatings, films, as well as methods of manufacture and use. The terms of such
patents are set to expire at various times between 2009 and 2022.

We will continue to file and prosecute patent applications when and where appropriate to attempt
to protect cur rights in our proprietary technologies. It is possible that our current patents, or patents
which we may later acquire, may be successfully challenged or invalidated in whole or in part. It is also
possible that we may not obtain issued patents for our pending patent applications or other inventions
we seek to protect. In that regard, we sometimes permit certain intellectual property to lapse or go
abandoned under appropriate circumstances, and due to uncertainties inherent in prosecuting patent
applications, sometimes patent applications are rejected and we subsequently abandon them. It is also
possible that we may develop proprietary products or technologies in the future that are not patentable
or that the patents of others will limit or altogether preclude our ability to do business. In addition, any
patent issued to us may not provide us with any competitive advantages, in which event we may
abandon such patent.

Our registered U.S. trademarks include Metabolix, Biopol, and Where Nature Performs. U.S.
registration applications for our marks Mirel, A Miracle of Nature, Telles, Bio-industrial Evolution, the
Metabolix logo and the Mirel logo are pending. Our marks Metabolix, Mirel, Telles, Where Nature
Performs and certain other trademarks have been registered in selected foreign countries.

Our means of protecting our proprietary rights may not be adequate, and our competitors may
independently develop technology that is similar to ours. Legal protections afford only limited
protection for our technology. The laws of many countries do not protect our proprictary rights to as
great an extent as do the laws of the United States. Despite our efforts to protect our proprietary
rights, unauthorized parties have in the past attempted, and may in the future attempt, to copy aspects
of our products or to obtain and use information that we regard as proprietary. Third parties may also
design around our proprictary rights, which may render our protected products less valuable, if the
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design-aroind is favorably received in the marketplace. In addition, if any of our products or the
technology underlying our products is covered by third-party patents or other intellectual property
rights, we ould be subject to various legal actions. We cannot assure you that our products do not
infringe patents held by others or that they will not in the future.

Litiga:ion may be necessary to enforce our intellectual property rights, to protect our trade secrets,
to determine the validity and scope of the proprictary rights of others, or to defend against claims of
infringement or invalidity, misappropriation, or other claims. Any such litigation could result in
substantial costs and diversion of our resources. Moreover, any settlement of or adverse judgment
resulting fiom such litigation could require us to obtain a license to continue to use the technology that
is the subject of the claim, or otherwise restrict or prohibit our use of the technology. Any required
licenses muty not be available to us on acceptable terms, if at all.

Employees

As of December 31, 2007, we had 77 full-time employees. Of those employees, 49 are in research
and develcpment, 9 are in marketing, and 19 are in general and administration. Most of our employees
are locatec! in Massachusetts. None of our employees are subject to a collective bargaining agreement.
We consider our relationships with our employees to be good.

Corporate and Investor Information

Our company was incorporated in Massachusetts in June 1992 under the name Metabolix Inc. In
September 1998, we reincorporated in Delaware. Financial and other information about our company is
available on our website (http://www.metabolix.com). The information on our website is not
incorporated by reference into this annual report on Form 10-K and should not be considered to be
part of thit annual report on Form 10-K. We make available on our website, free of charge, copies of
our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form §-K, and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities
Exchange .Act of 1934 as soon as reasonably practicable after filing such material electronically or
otherwise jurnishing it to the Securities and Exchange Commission.

ITEM 1A. RISK FACTORS

Our operations and financial results are subject to various risks and uncertainties that could have a
materially adverse affect on our business, financial condition, results of operations and the trading price
of our comr mon stock.

Risks Relating to Our Business

We may nct be able to successfully manufacture Mirel at commercial scale in a timely or economical
manner.

We ar: currently producing Mirel using our fermentation platform in relatively small quantities, ar
pre-comme rcial scale, for use in marketing activities, including conversion into end-products for test
marketing by our customers. The current and anticipated methods for manufacturing biobased plastics.
both by feimentation and in crops, and the anticipated methods for producing chemicals and energy,
are highly ;omplex processes in which a variety of difficulties may arise. We may not be able to resolve
any such difficulties in a timely or cost effective fashion, if at all. We cannot be sure of the cost of
producing Mirel at commercial scale by fermentation. We cannot assure you that we will be able to
successfull manufacture Mirel at a commercial scale in a timely or economical manner.
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Since construction of the commercial manufacturing facility for the production of Mirel (referred
to as the Commercial Manufacturing Facility) is not yet complete, manufacturing costs at such facility
are unknown and may ultimately be higher than we expect. While we believe that manufacturing costs
will be reduced over time as we gain manufacturing know-how, we cannot be sure that we can
manufacture Mirel in an economical manner. If we, in connection with our alliance with ADM, fail to
commence production in a timely manner or to develop manufacturing capacity and experience, fail to
continue to contract for manufacturing on acceptable terms, or fail to manufacture Mirel economically
on a commercial scale or in commercial volumes, our commercialization of Mirel and our business,
financial condition and results of operations will be materially adversely affected.

We may not be successful in the development of commercial formulations of Mirel,

Mirel can be produced in a large number of different formulations. Each formulation results in a
material that has different performance attributes, such as flexibility, hardness or clarity. As such,
different formulations will have utility in different commercial applications. Formulation development is
a time-consuming and expensive activity. The development of new formulations requires significant and
lengthy product development efforts, including planning, designing, developing and testing at the
technological, product and manufacturing-process levels. These activities require us to make significant
investments. Although there are many potential applications for Mirel, our resource constraints require
us to focus on specific formulations and to forgo other opportunities. We expect that one or more of
the potential formulations we choose to develop will not be technologically feasible or will not achieve
commercial acceptance, and we cannot predict which, if any, of our formulations we will successfully
develop or commercialize.

We may not be successful in the development of plant crops for production of plasties.

In addition to our development and scale-up work to produce Mirel through fermentation, we are
also at an early stage developing the technology and processes to produce biobased plastics in plant
crops, including switchgrass, sugar cane and oilseed. We are currently focused on the genetic and
process engineering required in connection with such programs. Because we will be funding much, or
perhaps all, of the development of such programs, there is a risk that we may not be able to continue
to fund such programs to completion or to provide the support necessary to distribute, market and sell
resulting products, if any, on a worldwide basis. These development programs will consume substantial
resources.

To date our efforts to produce biobased plastics in crops has focused primarily on the genetic
engineering required to cause the crops to aggregate plastic in the plant mass during the life cycle of
the plant. We have not yet achieved a high enough concentration of plastic in commercial crops to
make the current technology and process economically feasible at a commercial scale. If we are able to
complete the genetic engineering work that leads to such aggregation at acceptable levels, we will also
need to perform additional process engineering so that plastic can be recovered from the harvested
crops, processed and formulated as required to constitute a marketable product. Such engineering work
may not be successful and we may not have the financial resources to fund such work.

In connection with these efforts, we are acquiring know-how and developing technology internally
that will be useful in efforts to engineer the crops so that upon completion of the harvest and recovery
of biobased plastic, the residual material, or biomass, can be readily converted into energy through, for
example, burning the biomass with coal or other conventiona! fuels or by converting the biomass into a
liquid fuel such as ethanol. These development efforts are at a very early stage. The technological
challenges associated with these programs are extraordinary and we may not be able to overcome these
challenges. We will be required to invest a significant amount over a long period of time to complete
such development work, if it can be completed at all.
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We cannot predict the costs of producing biobased plastics in plant crops, given the stage of
development of this program. The anticipated methods for manufacturing biobased plastics in crops,
and for producing chemicals and energy, are highly complex processes in which a variety of difficulties.
may arise. Given this uncertainty, we may not be able to successfully produce biobased plastics in plart
crops in an economical manner.

If ADM does not successfully build the Commercial Manufacturing Facility on time and on budget, our
revenues Znd the distribution of profits, if any, to us will be delayed.

The cost of planning, designing, constructing and operating the Commercial Manufacturing Facilivy
being developed to serve the alliance with ADM, and the cost of ancillary facilities and services related
to the production of Mirel by Telles, will be very significant. ADM will be acvancing a disproportionate
share of the financial capital needed for such activities and, therefore, under our agreement all profits,
after payment of all royalties, reimbursements and fees, from Telles will first be distributed to ADM
until ADMs disproportionate investment in Telles has been returned. The timing of product availability
from the Commercial Manufacturing Facility has been projected to be December 2008. However, much
of the current construction work at Clinton has been impacted by this year’s harsh Midwest winter, and
ADM is ir, the process of re-evaluating construction timing for the Clinton project. If there are
difficulties, delays or other unforeseen issues with the construction and start-up of the Commercial
Manufactu ring Facility, the cost of such activities will almost certainly increase, we may incur
unreimbursed sales and marketing costs until commercial sales from the Commercial Manufacturing
Facility bezin, and the revenue from sales, if any, of Mirel and the distribution of profits, if any, to us
will be delayed.

We may not be able to develop manufacturing capacity sufficient to meet demand in an economical
manner o1 at all.

We cznnot assure you that we will have the necessary funds to finance the development of the
Commercial Manufacturing Facility or that ADM will pay its share of the costs incurred by Telles, or
that we will be able to develop this manufacturing infrastructure in a timely or economical manner, ot
at all. ADM could experience financial or other setbacks unrelated to our collaboration that could,
nevertheless, adversely affect us. Also, the expansion of a commercial-scale manufacturing facility is
complex a1d expensive. If demand for Mirel increases beyond the scope of the Commercial
Manufacturing Facility being built to serve Telles, we may incur significant expenses in the expansion
and/or cotstruction of manufacturing facilities and increases in personnel in order to increase
manufacturing capacity.

We may not achieve market acceptance of our products.

We do not currently have customers for commercial quantities of Mirel. Market acceptance of our
products will depend on numerous factors, many of which are outside of our control, including among
others:

* puklic acceptance of such products;

* ability to produce products that offer functionality comparable or superior to existing or new
pol:mer products;

* our ability to produce products fit for their intended purpose;

* our ability to obtain necessary regulatory approvals for our products;

* the willingness and speed at which potential customers qualify Mirel for use in their products;
* pricing of our products compared to competitive products;

* the strategic reaction of companies that market competitive products;
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* our reliance on third parties who support or control distribution channels; and

= general market conditions.

Qur customer prospects are currently evaluating and performing tests on Mirel prior to making
any large-scale purchase decisions. We may not be able to successfully demonstrate that our plastics
have properties comparable or superior to those of environmentally sustainable competitors or similar
to conventionat petroleum-based plastics. There can be no assurance that products based on our
technologies will be perceived as being comparable or superior to existing products or new products
being developed by competing companies or that such products will otherwise be accepted by
consumers. The market for our biobased plastics may not be willing to support premium prices to
purchase environmentally sustainable plastics. If there is not broad market acceptance of our products,
we may not generate significant revenues.

We have limited marketing and sales experience and capabilities, which may make the
commercialization of our products difficult.

We currently have limited marketing and sales experience and capabilities and virtually no
distribution experience or capabilities. We will, in some instances, rely significantly on sales, marketing
and distribution arrangements with our collaborative partners and other third partics. For example, we
will rely on ADM Polymer to participate in and execute important aspects of the distribution of Mirel
manufactured by ADM and we may use the ADM client base for marketing purposes. Our future
revenues will be materially dependent upon the success of the efforts of these third parties and our
ability to augment our own resources by identifying and hiring new employees. If we are unable to
develop or obtain access to sales and marketing expertise, sales of our products, if any, may be
adversely affected.

We rely heavily on ADM and may rely heavily on future collaborative partners.

We entered into a strategic alliance with ADM to commercialize our first technology platform, and
we may enter into strategic partnerships with other corporations:

= to provide capital, equipment and facilities,
* to provide expertise in performing certain manufacturing and logistical activities,

* to provide funding for research and development programs, product development programs and
commercialization activities,

* to provide access to raw materials, and
* to support or provide sales and marketing services.

The arrangement with ADM is, and arrangements with future collaborative partners may be,
critical to our success in manufacturing our products and selling such products profitably. ADM and,
we anticipate, our other future collaborative partners, will be permitted by contract to terminate their
agreements with us for no reason and on limited notice. We and ADM have the ability to terminate
the Commercial Alliance Agreement with 30 days notice if, based upon a change in circumstances
beyond the reasonable control of the other party, the projected financial return from the commercial
alliance is deemed by the other party to be either too unceriain or inadequate. We and ADM also have
the ability to terminate the Commercial Alliance Agreement with 90 days notice in the case of a breach
by the other party. We cannot guarantee that any of these relationships will be entered into, or if
entered into, will continue. Failure to make or maintain these arrangements or a delay or failure in a
collaborative partner’s performance under any such arrangements would have a materially adverse
affect on our business and financial condition.
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We cannot control our collaborative partners’ performance or the resources they devote to our
programs. We may not always agree with our partners nor will we have control of our partners’
activities on behalf of any alliance. As a result of these disagreements, the performance of our
programs may be adversely affected, programs may be delayed or terminated, or we may have to use
funds, personnel, equipment, facilities and other resources that we have not budgeted to undertake
certain activities on our own. Performance issues, program delay or termination or unbudgeted use of
our resou-ces may have a material adverse effect on our business and financial condition.

Disputes may arise between us and a collaborative partner, including possible disputes regarding
the owneiship of technology and other intellectual property developed during a collaboration or other
issues arising out of the collaborative agreements. Such a dispute could delay the program on which ve
are working or could prevent us from obtaining the right to commercially exploit such developments. It
could alsc result in expensive arbitration or litigation, which may not be resolved in our favor. Our
collaborative partners could merge with or be acquired by another company or experience financial o
other setbacks unrelated to our collaboration that could, nevertheless, adversely affect us,

Our success will be influenced by the price of petroleum, the primary ingredient in conventional
petroleum-based plastics, relative to corn sugar, the primary ingredient in Mirel.

Our success will be influenced by the cost of Mirel relative to petroleum-based plastics. The cost of
petroleumn:-based plastic is in part based on the price of petroleum. Mirel is primarily manufactured
using corr. sugar, an agricultural feedstock. ADM currently supplies all required agricultural feedstock:
as part of our strategic alliance. In past years, the prices of petroleum and corn have diverged
dramatically. Recently, the price of corn has increased. If the price of corn or corn sugar were to
dramatically increase or if the price of petroleum decreases, Mirel may be less competitive relative to
petroleum-based plastics. While we expect to be able to command a premium price for our
environmentally sustainable products, a material decrease in the cost of conventional petroluem-based
plastics may require a reduction in the prices of our products for them to remain attractive in the
marketplace. In such instance, if corn prices remain stable or increase, we may be required to price oar
products ut a level that causes us to operate at a loss.

Our future profitability is uncertain, and we have a limited operating history on which you can base
your evaluation of our business.

We have had net operating losses since being founded in 1992. At December 31, 2007, our
accumulated deficit was approximately $94 million. Since 1992, we have been engaged solely in research
and development and other pre-commercial and early-stage commercial activities. As a part of our
strategic alliance, ADM Polymer is constructing the commercial scale Commercial Manufacturing
Facility fo: Mirel. ADM is in the process of re-evaluating construction timing for this project, and we
expect that it will require an additional period of time to ramp up production. Until such time, we wi.l
not have significant revenues from sales of Mirel. Because we have a limited history of commercial
operation:. and we operate in a rapidly evolving industry, we cannot be certain that we will generate
sufficient revenue to operate our business and become profitable.

Our product revenue will be dependent on the successful completion of the scale-up and
commercialization of Mirel through our strategic alliance with ADM, and other future products
through o:her partnerships or joint ventures, if any, with third parties and separately for our own
account. In addition, if we are unable to develop, commercialize and further advance technologies
relating tc the production of biobased plastics in crops and other products, or if sales of Mirel or such
other products are not significant, we could have significant losses in the future due to ongoing
expenses to perform research and product development and our inability to obtain additional research
and development funding in connection with such products.
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In addition, the amount we spend will impact our ability to become profitable and this will depend,
in part, on:

* the progress of our research and development programs for the production of biobased plastics
in crops and for other products;

* the cost of building, operating and maintaining manufacturing and research facilities;
* the number of products that we attempt to develop;

* the time and expense required to prosecute, enforce and/or challenge patent and other
intellectual property rights;

* how competing technological and market developments affect our proposed products; and

* the cost of obtaining licenses required to use technology owned by others for proprietary
products and otherwise.

We may not achieve any or all of these goals and, thus, we cannot provide assurances that we will
ever be profitable or achieve significant revenues. If we fail to achieve profitability or significant
revenues, the market price of our common stock will likely decrease.

We may need to secure additional funding and may be unable to raise additional capital on favorable
terms or at all.

We have consumed substantial amounts of capital since our inception in 1992 for our research and
development activities. Although we believe our unrestricted cash, cash equivalents and short-term
investments of approximately $109 million as of December 31, 2007, plus anticipated payments from
the strategic alliance with ADM of approximately $1.6 million per calendar quarter through 2008, will
be sufficient to fund our anticipated cash requirements for at least the next 24 months, we may require
significant additional financing in the future to fund our operations. We cannot assure you that
additional financing will be available on terms acceptable to us, or at all. Until we can generate
significant continuing revenues, we expect to satisfy our future cash needs through the use of existing
cash resources and through strategic collaborations, governmental research grants, and/or by licensing
all or a portion of our programs or technology. We may also seek additional funds through private or
public sales of our securities, or debt financings. If funds are not available, we may be required to
delay, reduce the scope of, or eliminate one or more of our research or development programs or our
commercialization efforts. Further, additional funding may significantly dilute existing stockholders.

If we lose key personnel or are unable to attract and retain necessary talent, we may be unable to
develop or commercialize our products under development

We are highly dependent on Oliver Peoples, our Chief Scientific Officer and Johan van Walsem,
our Vice President of Manufacturing, Development and Operations. Dr. Peoples and Mr. van Walsem
possess unique information related to our research and manufacturing operations. Dr. Peoples is one of
our founders and has led and directed all of our scientific research and development programs.

Dr. Peoples has such particular knowledge in the research, development and intellectual property
aspects in connection with our technology platforms, that in the case of the loss of his services we
would be unable to readily find a suitable replacement with comparable knowledge and experience
necessary to further our research and development programs. Mr. van Walsem directs our
pre-commercial manufacturing operation and has been instrumental in developing manufacturing
know-how sufficient to operate our pre-commercial scale manufacturing plant. Mr. van Walsem has also
been directing the transfer of our technology to ADM for use in the Commercial Manufacturing
Facility. The loss of Mr. van Walsem’s services to us would be difficult to readily replace and may
adversely impact the achievement of our objectives. Our success depends largely upon the continued
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service of our management and scientific staff and our ability to attract, retain and motivate highly
skilled technical, scientific, management, regulatory compliance and marketing and sales personnel.
Because cf the unique talents and experience of many of our scientific, engineering and technical staff,
competition for our personnel is intense. The loss of key personnel or our inability to hire and retain
personnel who have required expertise and skills could materially adversely affect our research and
development efforts and our business,

We may not be able to adequately protect our trade secrets and other proprietary information, which
could limit our ability to compete.

Becanse we operate in highly technical fields of biotechnology discovery and development, plant
science ar.d polymer science, we rely in part on trade secret protection in order to protect our
proprietaiy technology and processes. However, trade secrets are difficult to protect. We enter into
confidentiality and intellectual property assignment agreements with our employees, consultants, outside
scientific :ollaborators, and other advisors. These agreements generally require that the other party
keep confidential and not disclose to third parties all confidential informaticn developed by the party
or made known to the party by us during the course of the party’s relationship with us. These
agreements also generally provide that inventions conceived by the party in the course of rendering
services to us will be our exclusive property. However, these agreements may not be honored and may
not effectively assign intellectual property rights to us. Enforcing a claim that a party illegally obtained
and is usiag our trade secrets is difficult, expensive and time consuming and the outcome is
unpredictible. In addition, courts outside the United States may be less willing to protect trade secrets.
The failuie to obtain or maintain trade secret protection could adversely affect our competitive
position.

Intellectu il property protection for our products is important and uncertain,

Qur commercial success will depend in part on our obtaining and maintaining patent, trade secret
and trademark protection of our technologies in the United States and other jurisdictions, as well as
successfully enforcing this intellectual property and defending this intellectual property against third-
party chailenges. We will only be able to protect our technologies from unauthorized use by third
parties by keeping them as trade secrets or to the extent that valid and enforceable intellectual
property protections, such as patents, cover them. In particular, we place considerable emphasis on
obtaining patent protection for significant new technologies, products and processes in the United
States and in foreign jurisdictions where we plan to use such technologies. Legal means may afford
only limitzd protection and may not adequately protect our rights or permit us to gain or keep our
competiti/e advantage. Foreign jurisdictions may not afford the same protections as U.S. law, and we
cannot ersure that foreign patent applications will have the same scope of the U.S. patents.

Our patent position involves complex legal and factual questions. Accordingly, we cannot predict
the breadth of claims that may be allowed or enforced in our patents or in third-party patents. For
example:

* we or our licensors might not have been the first to make the inventions covered by each of our
pending patent applications and issued patents;

*» we or our licensors might not have been the first to file patent applications for these inventiors;

+ others may independently develop similar or alternative technologies not encompassed by our
patents;

* our issued patents and issued patents of our licensors may not provide us with any competitive
advantages, or may be challenged and invalidated by third parties; and

» we may not develop additional proprietary technologies that are patentable.
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Patents may not be issued for any pending or future pending patent applications owned by or
licensed to us, and claims allowed under any issued patent or future issued patent owned or licensed by
us may not be valid or sufficiently broad to protect our technologies. Moreover, we may be unable to
protect certain of our intellectual property in the United States or in foreign countries. Any issued
patents owned by or licensed to us now or in the future may be challenged, invalidated, or
circumvented, and the rights under such patents may not provide us with competitive advantages. In
addition, competitors may design around our technology or develop competing technologies. We could
incur substantial costs to bring suits in which we may assert our patent rights against others or defend
ourselves in suits brought against us, An unfavorable outcome of any such litigation could have a
material adverse effect on our business and results of operations.

We also rely on trade secrets to protect our technology, especially where we believe patent
protection is not appropriate or obtainable. However, trade secrets are difficult to protect. We
vigorously pursue confidentiality agreements and contractual provisions with our collaborators, potential
customers, employees, and consultants to protect our trade secrets and proprietary know-how. These
agreements may be breached and we may not have adequate remedies for such breach. While we use
reasonable efforts to protect our trade secrets, our employees, consultants, contractors or scientific and
other advisors, our potential customers, or our strategic partners may unintentionally or willfully
disclose our proprietary information to competitors. If we were to enforce a claim that a third party
had illegally obtained and was using our trade secrets, our enforcement efforts would be expensive and
time consuming, and the outcome would be unpredictable. In addition, courts outside the United States
are sometimes unwilling to protect trade secrets. Moreover, if our competitors independently develop
equivalent knowledge, methods and know-how, it will be more difficult for us to enforce our rights and
our business could be harmed.

If we are not able to defend the patent or trade secret protection position of our technologies,
then we will not be able to exclude competitors from developing or marketing competing technologies,
and we may not generate enough revenues from product sales to justify the cost of development of our
technologies and to achieve or maintain profitability.

We also rely on trademarks to establish a market identity for our products. We currently have four
registered trademarks in the United States and seven pending trademark applications filed with the
U.S. Patent and Trademark Office, in addition to registrations and pending application in foreign
jurisdictions. We expect to file additional applications as new trademarks are selected for our products,
but because of the costs of filing and prosecuting such applications, there will be many countries in
which we will choose not to file applications. To maintain the value of our trademarks, we might have
to file lawsuits against third parties to prevent them from using trademarks confusingly similar to or
dilutive of our registered or unregistered trademarks. Also, we might not obtain registrations for our
pending or future trademark applications, and might have to defend our registered trademark and
pending trademark applications from challenge by third parties. Enforcing or defending our registered
and unregistered trademarks might result in significant litigation costs and damages, including the
inability to continue using certain trademarks. In the event that we are unable to continue using certain
trademarks, we may be forced to rebrand our products, which could result in the loss of brand
recognition, and could require us to devote resources to advertise and market brands.

A substantial portion of the technology used in our business is owned by or subject to retained rights
of third parties.

We have, and expect to have in the future, research and development agreements with academic
institutions that retain rights to the developed inteliectual property. The academic institutions generally
retain ownership rights over the technology for use in non-commercial academic and research fields,
including in some cases the right to license the technology to third parties for use in those fields. It is
difficult to monitor and enforce such noncommercial academic and research uses, and we cannot
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predict whether the third party licensees would comply with the use restrictions of these licenses. We
could incu: substantial expenses to enforce our rights against such licensees. In addition, even though
the rights “hat academic institutions obtain are generally limited to the noncommercial academic and
research fizlds, they may obtain rights to commercially exploit developed intellectual property in limited
instances. Furthermore, under research and development agreements with academic institutions, our
rights to intellectual property developed thereunder are not always certain, but instead may be in the
form of ar. option to obtain license rights to such intellectual property. If we fail to timely exercise ou:
option rights and/or we are unable to negotiate a license agreement, the academic institution may offer
a license t the developed intellectual property to third parties for commercial purposes. Any such
commercic] exploitation could adversely affect our competitive position and have a material adverse
effect on our business.

The academic institutions also generally have the right to terminate our license in the event that
we fail to make required payments or otherwise breach the applicable agreements.

Although no material licenses are due to expire in the near future, the expiration of patents
ficensed from third parties or the termination of those licenses could have a material adverse effect on
our business.

Some of our patents may cover inventions that were conceived or first reduced to practice under,
or in connection with, U.S. government contracts or other federal funding agreements. With respect to
inventions conceived or first reduced to practice under such federal funding agreements, the U.S.
government may retain a nonexclusive, non-transferable, irrevocable, paid-up license to practice or have
practiced for or on behalf of the United States the invention throughout the world. In addition, if we
fail to comply with our reporting obligations or to adequately exploit the developed intellectual
property under these federal funding agreements, the U.S. government may obtain additional rights to
the develcped intellectual property, including the right to take title to any patents filed by us or to
permit otters to commercially exploit the intellectual property itself. Furthermore, our ability to
exclusively license or assign the intellectual property developed under these federal funding agreemen's
to third parties may be limited or subject to the U.S. government’s approval or oversight. These
limitations could have a significant impact on the commercial value of the developed intellectual

property.

Third par:ies may claim that we infringe their intellectual property, and we could suffer significant
litigation or licensing expense as a result.

Varioas U.S. and foreign issued patents and pending patent applications, which are owned by thiid
parties, exist in areas relevant to biobased plastics, chemicals and energy, their compositions,
formulaticns and uses, and processes for their production. Such third parties may claim that we infringe
their patents. For example, we are aware of competitors with patents relating to biobased plastics. Such
competitors may allege that we infringe these patents. There could also be existing patents of which we
are not avsare that our technologies may inadvertently infringe. In addition, because patent applications
are mainthined in secrecy for a period of time after they are filed, there may be currently pending
applications, unknown to us, which may later result in issued patents that our technologies may
infringe. If third parties assert claims against us alleging that we infringe their patents or other
intellectuzl property rights, we could incur substantial costs and diversion of management resources ir¢
defending these claims, and the defense of these claims could have a material adverse effect on our
business. In addition, if third parties assert claims against us and we are unsuccessful in defending
against thase claims, these third parties may be awarded substantial damages, as well as injunctive or
other equ table relief against us, which could effectively block our ability to make, use, sell, distribute,
or market our products and services in the United States or abroad. We cannot currently predict
whether a third party will assert a claim against us, or pursue infringement litigation against us; nor cian
we predic: the ultimate outcome of any such potential claims or litigation.
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In the event that a claim relating to intellectual: property is asserted against us, or third parties not
affiliated with us hold pending or issued patents that relate to our products or technology, we may seek
licenses to such intellectual property or challenge those patents. However, we may be unable to obtain
these licenses on acceptable terms, if at all, and our challenge of the patents may be unsuccessful. Our
failure to obtain the necessary licenses or other rights could prevent the sale, manufacture, or
distribution of some of our products and, therefore, could have a material adverse etfect on our
business.

If we are unable to manage our growth effectively, our business could be adversely affected.

While historically we have focused the majority of our efforts on research and development of
processes to produce Mirel, we plan to grow by allocating additional resources to developing marketing
and sales expertise, entering into additional collaborations with strategic partners, adding personnel
with specific technological experience, and developing and commercializing additional products, such as
biobased plastics in plant crops and biological production of other chemicals and chemical
intermediates from renewable resources. Our ability to grow in this manner will require that we
manage a diverse range of relationships and projects, expand our personnel resources and facilities, and
broaden our geographic presence. Our inability to do any of these could prevent us from successfully
implementing our growth strategy, and our business could be adversely affected.

We believe that sustained growth at a higher rate will place a strain on our management, as well as
on our other human resources. To manage this growth, we must continue to attract and retain qualified
management, professional, scientific, technical and operating personnel. If we are unable to grow at the
required rate, we may be unable to staff and manage projects adequately. This may slow the
development process, and result in the commercialization of fewer products or compromise the quality
of our work.

We may not be successful in identifying market needs for new technologies and developing new
products to meet those needs.

The success of our business model depends on our ability to correctly identify market opportunities
for biologically produced plastics, chemicals and energy. We intend to identify new market needs, but
we may not always have success in doing so, in part because customers may perceive risks in adopting
new materials, like Mirel, for use with existing products and because the markets for new materials and
other products are not well-developed.

The materials and manufacturing technologies we research and develop are new and are steadily
changing and advancing. The products that are derived from these technologies may not be applicable
or compatible with the demands in existing markets. Our existing products and technologies may
become uncompetitive or obsolete if our competitors adapt more quickly than we do to new
technologies and changes in customers’ requirements. Furthermore, we may not be able to identify new
opportunities as they arise for our products since future applications of any given product may not be
readily determinable, and we cannot reasonably estimate the size of any markets that may develop. If
we are not able to successfully develop new products, we may be unable to increase our product
revenues.

Our products are made using genetically-engineered systems and may be, or may be perceived as
being, harmful to human health or the environment.

Mirel is a new material produced from genetically-engineered microbes and genetically engineered
corn used as a feedstock. In the future our products may be produced in genetically-engineered crops.
Some countries have adopted regulations prohibiting or limiting the production of genetically-
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engineered crops and the sale of products made using genetically engineered organisms. Such
regulations could harm our business and impair our ability to produce biobased plastics in that manner.

The subject of genetic engineering of crops and other species has received negative publicity and
has aroused public debate. Government authorities could, for social or other purposes, prohibit or
regulate th: development and use of genetically-engineered organisms or products made from such
organisms. Social concerns could adversely affect acceptance of our products.

The manufacture, use, sale and marketing of Mirel is subject to government regulations in the U.S
and other countries, including requirements for government approval of food contact applications. The
failure to comply with governmental regulations or to obtain government approval for our products
could have a material adverse effect on our results of operations and financial condition. Governmental
regulation »r negative publicity could delay, reduce or eliminate market demand for our products which
could have a material adverse effect on our results of operations and financial condition.

We face and will face substantial competition in several different markets that may adversely affect our
results of ¢ perations.

The plastics, chemicals and energy that we have developed or plan to develop will compete with
other techr.ologically innovative products as well as conventional petroleum-based plastics, chemicals
and energy. We face and will face substantial competition from a variety of companies in the
biodegradable, renewable resource-based plastic segment, within which there are three distinct
technologics: PHA, PLA and starch-based biodegradables. While some of our competitors’ existing
products that are produced from renewable feedstocks do not have the range of properties that Mirel
offers, such. products are, nonetheless, suitable for use in a range of products at a price which may be
lower than our premium priced product offerings. Our competitors include, but are not limited to,
Kaneka in the PHA plastic segment, Nature Works, Mitsui Chemical, Toyota, Novamont, and Stanelco
in PLA anid starch-based biodegradables, as well as all of the producers of petroleum-based plastics.

Many of our competitors have longer operating histories, greater name recognition, larger
customer bases and significantly greater financial, sales and marketing, manufacturing, distribution,
technical aad other resources than we do. These competitors may be able to adapt more quickly to new
or emerging technologies and changes in customer requirements. In addition, current and potential
competitors have established or may establish financial or strategic relationships among themselves or
with existir g or potential customers or other third parties. Accordingly, new competitors or alliances
among competitors could emerge and rapidly acquire significant market share. We cannot assure you
that we will be able to compete successfully against current or new competitors.

We are sulject to significant foreign and domestic government regulations, including environmental
and health and safety regulations, and compliance or failure to comply with these regulations could
harm our business.

Our current and planned activities involve the use of a broad range of materials that are, or may
be, considered hazardous under applicable laws and regulations. Accordingly, we and ADM are subjec!
to a number of foreign, federal, state, and local laws and regulations relating to protection of the
environment, the storage, use, disposal of, and exposure to, hazardous materials and wastes, and healti
and safety, including Food and Drug Administration regulations related to food contact materials.
Compliancz with these laws and regulations could be costly and could delay or even preclude
commercialization of our products for certain applications. There can be no assurance that we will be
able to obtain-the regulatory approvals necessary to commercialize Mirel for any or all food contact
applications in a timely manner or at an acceptable cost.

If we “were to violate or become liable under environmental, health and safety laws, we could incur
costs, fines and civil and criminal penalties, personal injury and third party property damage claims, or
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could be required to incur substantial investigation or remediation costs. Moreover, a failure to comply
with environmental laws could result in fines and the revocation of environmental permits, which could
prevent us, or our strategic partners, from conducting business. Liability under environmental laws can
be joint and several and without regard to fault. There can be no assurance that violations of
environmental health and safety laws will not occur in the future as a result of the inability to obtain
permits, human error, equipment failure or other causes. Environmental laws could become more
stringent over time, imposing greater compliance costs and increasing risks and penalties associated
with violations, which could harm our business. Accordingly, violations of present and future
environmental laws could restrict our ability to expand facilities, pursue certain technologies, and could
require us to acquire costly equipment, or to incur potentially significant costs to comply with
environmental regulations.

Compliance with foreign, federal, state and local environmental laws and regulations represents a
small part of our present budget. If we fail to comply with any such laws or regulations, however, a
government entity may levy a fine on us or require us 1o take costly measures to ensure compliance.
Any such fine or expenditure may adversely affect our business activities, financial condition, or results
of operations. We cannot predict the extent to which future legislation and regulation could cause us to
incur additional operating expenses, capital expenditures, or restrictions and delays in the development
of our products and properties.

Our manufacturing operations are currently conducted at a single location, which makes us
susceptible to disasters.

Our pre-commercial manufacturing recovery operations are currently conducted at a single location
in Fort Mill, South Carolina. As part of our joint venture with ADM, ADM is constructing the
Commercial Manufacturing Facility at a single location in Clinton, [owa, where we will initially conduct
all of our commercial manufacturing operations. Qur headquarters and research and development
operations are located at a single facility in Cambridge, Massachusetts, and our product development
activities are located at a single facility in Lowell, Massachusetts. We take precautions to safeguard our
facilities, including insurance, health and safety protocols, and oft-site storage of critical research results
and of computer data. However, a natural disaster, such as a fire, flood or earthquake, could cause
substantial delays in our operations, damage or destroy our manufacturing equipment, inventory or
development projects, and cause us to incur additional expenses. The insurance we maintain against
fires, floods, earthquakes and other natural disasters may not be adequate to cover our losses in any
particular case.

We may not have adequate insurance and may have substantial exposure to payment of product
liability claims.

The testing, manufacture, marketing, and sale of our products and products sold by our licensees
may involve product liability risks. Although we currently have product liability insurance covering
claims up to $4 million per occurrence and in the aggregate, we may not be able to maintain this
product liability insurance at an acceptable cost, if at all. In addition, this insurance may not provide
adequate coverage against potential losses. If claims or losses exceed our liability insurance coverage,
we may go out of business.

Our government grants may subject us to government audits, which could materially harm our
business and results of operations.

We may be subject to audits by the U.S. federal government as part of routine audits of our
activities funded by our government grants. As part of an audit, these agencies may review our
performance, cost structures and compliance with applicable laws, regulations and standards. If any of
our costs are found to be allocated improperly, the costs may not be reimbursed and any costs already
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reimbursed for such contract may have to be refunded. Accordingly, an audit could result in a material
adjustment to cur revenue and results of operations. Moreover, if an audit uncovers improper or illegal
activities, we may be subject to civil and criminal penalties and administrative sanctions.

We face risxs associated with our international business.

We expect to establish, and to expand over time, international commercial operations and
activities. Such international business operations are subject to a variety of risks associated with
conducting business internationally, including:

* changes in or interpretations of foreign regulations that may adversely affect our ability to sell
our products, perform services or repairiate profits to the United States;

* the imposition of tariffs;
* fluctaations in foreign exchange rates;
* economic or political instability in foreign countries;

* impcsition of limitations on or increase of withholding and other taxes on remittances and other
payments by foreign subsidiaries or jeint ventures;

* conducting business in places where business practices and customs are unfamiliar and unknown;
 the imposition of restrictive trade policies;
* the inposition of inconsistent laws or regulations;

* imposition of limitations on genetically-engineered crops and organisms and the production or
sale of products made from such crops and organisms in foreign countries;

* the i:nposition or increase of investment requirements and other restrictions or requirements by
foreiin governments;

* unce:tainties relating to foreign laws and legal proceedings;
* havirg to comply with a variety of U.S. laws, including the Foreign Corrupt Practices Act;

* havirg to comply with U.S. export control regulations and policies that restrict our ability to
comriunicate with non-U.S. employees and supply foreign affiliates and customers; and

* havirg to comply with licensing requirements.

We do not know the impact that these regulatory, geopolitical, and other factors may have on our
international business in the future.

If we are unable to maintain appropriate internal controls we will not be able to comply with
applicable regulatory requirements imposed on reporting companies.

We have recently completed a formal evaluation, documentation and analysis of our internal
controls. Drring the course of our evaluation, documentation and testing of our internal controls, we
did not idertify any material weaknesses in internal control. However, in the future, we and our
independem registered public accountants will continue to evaluate our internal controls and may
identify deficiencies, significant deficiencies or material weaknesses. Remedying any deficiencies,
significant deficiencies or material weaknesses that we or our independent registered public accounting
firm may identify may require us to incur significant costs and expend significant time and management
resources. Vhile we believe that we have successfully implemented internal controls, we cannot assure
you that any of the measures we implement 1o remedy any such deficiencies will effectively mitigate or
remedy suck deficiencies or weaknesses. Investors could lose confidence in our financial reports, and
our stock price may be adversely affected, if our internal control over financial reporting is found not
to be effective by management or by an independent registered public accounting firm or if we make
disclosure o: existing or potential significant deficiencies or material weaknesses in those controls.
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Our business operations are relatively small and, as a result, we have operated with very limited
staffing of key accounting and administrative functions. Such limited staffing made it difficult for us to
segregate certain accounting functions. As our business matures from solely research and development
into commercial operations, we have added some, and we will need additional, accounting and finance
staffing to support our expanding business operations and to comply with the additional reporting and
regulatory requirements of being a public company. We plan on hiring additional personnel in our
accounting and finance function in order to have sufficient staffing levels. Our development,
implementation and maintenance of appropriate internal controls will depend materially on our
successful hiring and retention of key senior accounting personnel with appropriate technical
accounting expertise.

Risks Relating to Owning Our Common Stock

An active trading market for our common stock may not be available on a consistent basis to provide
stockholders with adequate liquidity. Our stock price may be extremely volatile, and our stockholders
could lose a significant part of their investment.

Prior to November 10, 2006, there was no public market for our common stock. An active trading
market for shares of our common stock may not be sustained on a consistent basis. The public trading
price for our common stock will be affected by a number of factors, including:

* reported progress of our business and technology development, including construction of the
Commercial Manufacturing Facility, relative to investor expectations;

« changes in earnings estimates, investors’ perceptions, recommendations by securities analysts or
our failure to achieve analysts’ earning estimates;

+ quarterly variations in our or our competitors’ results of operations;

» general market conditions and other factors unrelated to our operating performance or the
operating performance of our competitors;

» future sales of our common stock;

* announcements by us, or our competitors, of acquisitions, new products, significant contracts,
commercial relationships or capital commitments;

» commencement of, or involvement in, litigation;
* any major change in our board of directors or management;
« changes in governmental regulations or in the status of our regulatory approvals;

+ announcements related to patents issued to us or our competitors and to litigation involving our
intellectual property;

* a lack of, limited, or negative industry or security analyst coverage;
» developments in our industry and general economic conditions; and
* the other factors described elsewhere in these “Risk Factors.”

As a result of these factors, our stockholders may not be able to resell their shares at, or above,
their purchase price. In addition, the stock prices of many technology companies have experienced wide
fluctuations that have often been unrelated to the operating performance of those companies. The
valuations of many biotechnology companies without consistent product revenues and earnings are
extraordinarily high based on conventional valuation standards, such as price to earnings and price to
sales ratios. These trading prices and valuations may not be sustained. Any negative change in the
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public’s perception of the prospects of biotechnology companies could depress our stock price
regardless of our results of operations. These factors may materially and adversely affect the market
price of our common stock.

Our financial results may vary significantly from period to period which may reduce our stock price.

Our financial results may fluctuate as a result of a number of factors, many of which are outside cf
our control, which may cause the market price of our common stock to fall. For these reasons,
comparing our operating results on a period-to-period basis may not be meaningful, and you should nct
rely on our past results as an indication of cur future performance. Our financial results may be
negatively «ffected by any of the risk factors listed in this “Risk Factors” section and, in particular, the
following risks:

» failure to estimate or control contract costs;

* adverse judgments or settlements in legal disputes;

*+ expenses related to acquisitions, mergers or joint ventures;
» other one-time financial charges;

+ fluctuations due to revenue recognition under strategic alliance agreements (See “Management’s.
Discassion and Analysis of Financial Condition and Results of Operations™);

 fluctuations due to the effects of inflation;

failute to produce commercialized products or to find customers for these products; and

that some of our programs are supported by government funding, which is unpredictable.

Provisions :n our certificate of incorporation and by-laws and Delaware law might discourage, delay or
prevent a ciiange of control of our company or changes in our management and, therefore, depress the
trading price of our common stock.

Provisions of our certificate of incorporation and by-laws and Delaware law may discourage, delay
or prevent i merger, acquisition or other change in control that stockholders may consider favorable,
including transactions in which our stockholders might otherwise receive a premium for their shares of
our common stock. These provisions may also prevent or frustrate attempts by our stockholders to
replace or remove our management. These provisions include:

* limitations on the removal of directors;

= a classified board of directors so that not all members of our board are elected at one time;
* advaace notice requirements for stockholder proposals and nominations;

* the iaability of stockholders to act by written consent or to call special meetings;

* the ability of our board of directors to make, alter or repeal our by-laws;

= a supermajority stockholder vote requirement for amending certain provisions of our amended
and restated certificate of incorporation and bylaws; and

* the ability of our board of directors to designate the terms of and issue new series of preferred
stock without stockholder approval.

The affirmative vote of the holders of at least 75% of our shares of capital stock entitled to vote is
necessary t¢ amend or repeal the above provisions of our certificate of incorporation. In addition,
absent approval of our board of directors, our by-laws may only be amended or repealed by the
affirmative ‘sote of the holders of at least 75% of our shares of capital stock entitled to vote.
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In addition, Section 203 of the Delaware General Corporation Law prohibits a publicly-held
Delaware corporation from engaging in a business combination with an interested stockholder,
generally a person which together with its affiliates owns, or within the last three years has owned, 15%
of our voting stock, for a period of three years after the date of the transaction in which the person
became an interested stockholder, unless the business combination is approved in a prescribed manner.

The existence of the foregoing provisions and anti-takeover measures could limit the price that
investors might be willing to pay in the future for shares of our common stock. They could also deter
potential acquirers of our company, thereby reducing the likelihood that our stockholders could receive
a premium for their common stock in an acquisition.

We do not currently intend to pay dividends on our common stock and, consequently, our stockholders’
ability to achieve a return on their investment will depend on appreciation in the price of our common
stock.

We have never declared or paid any cash dividends on our common stock and do not currently
intend to do so for the foreseeable future. We currently intend to invest our future earnings, if any, to
fund our growth. Therefore, our stockholders are not likely to receive any dividends on their common
stock for the foreseeable future.

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable

ITEM 2. PROPERTIES

We do not own any real property. We currently lease approximately 28,000 square feet of office
and research and development space at 21 Erie Street, Cambridge, Massachusetts. Our lease for this
facility expires in 2014, with an option to renew for two additional five year periods. We also lease
approximately 13,700 square feet of office and laboratory space in Lowell, Massachusetts, which serves
as the headquarters of Telles, our joint venture with ADM. Our lease for this facility expires in 2012.
We are presently considering alternatives to expand our office and product development facilities,
which may include leasing additional space in the greater Boston area.

We have entered into an agreement with Nation Ford Chemical, or NFC, to act as a contract
manufacturer and to operate a recovery facility for pre-commercial manufacturing in Fort Mill, South
Carolina. We deliver raw materials to NFC for manufacturing and processing of Mirel, which is stored
and then shipped at our instruction. The agreement extends until December 31, 2008, and thereafter
until terminated by either party upon not less than three (3) months prior written notice. This plant is
a model for the larger extraction assets to be employed at the Commercial Manufacturing Facility and
the current processes, technology and systems will be replicated at a larger scale at the Commercial
Manufacturing Facility.

ITEM 3. LEGAL PROCEEDINGS

From time to time, we may be subject to legal proceedings and claims in the ordinary course of
business. We are not currently aware of any such proceedings or claims that we believe will have,
individually or in the aggregate, a material adverse effect on the business, financial condition or the
results of operations.

Procter & Gamble Company (“P&G™) filed a nullity action on March 8, 2005 in Germany secking
to revoke the German equivalent of one of the Company’s European patents. The patent in question is
licensed by the Massachusetts Institute of Technology (“MIT”) exclusively to the Company. On July 14,
2007, the German Federal Patents Court dismissed the suit in its entirety. The court decided in favor of
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the Compzny in its defense of the patent, with the plaintiff bearing all costs of the proceeding. The
patent upheld in the suit is the German counterpart of the European patent EP 0 482 077, which cove:s
a method of producing some types of biopolymers. The enforcement of the action, including the
reimburserient of costs, was stayed pending the outcome of a potential appeal by of P&G. No appeal
has been made, and the time for appeals has expired.

ITEM 4. SUBMISSION FOR MATTERS TO A VOTE OF SECURITY HOLDERS

None

PART {1

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock has been traded on the NASDAQ Global Market under the symbol “MBLX"
since Nove nber 10, 2006. Prior to that time, there was no established public trading market for our
common stock. The following table sets forth, for the period indicated, the high and low sales prices fcr
the common stock, as reported by the NASDAQ Global Market, for the periods indicated below:

Common Stock Price

2607 2006*

High Low High Low
| T A Tt o £=1 DU 32000 %1528 § — § -—-
Second Quarter . . ... ... e 29.37 16.40 — -
Third Quatter . ... .. i e e e e e 2794 1976 — —-
Fourth Quarter . ... ... . i e i e e e e e 2076 1793 2118 14.03

*  Our cemmon stock began trading on November 10, 2006,

The close price of our common stock, as reported by the NASDAQ Glotal Market, was $16.10 on
February 2Y, 2008.
Stockholder's

As of I'ebruary 29, 2008, there were 22,626,664 shares of our common stock outstanding held by
150 stockhcdders of record.
Dividends

We have never declared or paid any cash dividends on our capital stock and do not expect to pay
any cash dividends for the foreseeable future. We intend to use future earnings, if any, in the operation
and expansion of our business. Any future determination relating to our dividend policy will be made at
the discretion of our board of directors, based on our financial condition, resu:lts of operations,
contractual restrictions, capital requirements, business properties, restrictions imposed by applicable law
and other fictors our board of directors may deem relevant,

Equity Compensation Plan Information

Please see Part I11, Item 12, for information regarding securities authorized for issuance under our
equity compensation plans,
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Unregistered Sales of Securities

None,

Use of Proceeds from Registered Securities

On November 15, 2006, we issued and sold all of the 6,800,000 shares of our common stock that
we registered under a Registration Statement on Form S-1 (File No. 333-135760), which was declared
effective by the SEC on November 9, 2006, in an initial public offering at an offering price of $14.00
per share. On November 16, 2006, the underwriters exercised the option to purchase an additional
1,020,000 shares of common stock from us at the offering price of $14.00 per share less underwriting
discounts and commissions. Concurrent with this offering, Archer Daniels Midland Company (“ADM”)
purchased 535,714 shares at an initial offering price of $14.00 per share. The offering of the common
stock, including the exercise by the underwriters of their over-allotment option and the sale of the
ADM shares, resulted in gross proceeds of $117 million and net proceeds of approximately
$107 million to us after deducting underwriting discounts and commissions of approximately
$7.6 million and related offering costs of an estimated $2.5 million. The book running manager for the
offering was Piper Jaffray & Co., and Jeffries & Company, Thomas Weisel Partners LLC and Ardour
Capital Investments, LLC acted as representatives of the underwriters. No payments were made to
directors, officers or persons owning ten percent of more of our common stock or to their associates,
or to our affiliates, other than payments in the ordinary course of business to officers for salaries and
to non-employee directors as compensation for board or board committee service.

We have used a portion of, and intend to continue to use, the proceeds of our initial public
offering for general corporate purposes, which includes research and development, capital expenditures
and other sales and marketing expenses. The unused net proceeds from our initial public offering are
invested in investment grade, short term, interest bearing securities. This use of proceeds is not
materially different from the use of proceeds described in the final prospectuses for our initial public
offering.

The amount and timing of our actual expenditures may vary significantly depending on numerous
factors, such as the progress of our product development and commercialization efforts and the amount
of cash used to fund our operations.

Issuer Purchases of Equity Securities

During the quarter ended December 31, 2007, there were no repurchases made by us or on our
behalf, or by any “affiliated purchasers”, of shares of our common stock.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The telected condensed consolidated statement of operations data for the years ended
Decemberr 31, 2007, 2006, and 2005 and balance sheet data as of December 31, 2007 and 2006 have
been derived from our consolidated financial statements and related notes, which are included
elsewhere in this report, and have been audited by PricewaterhouseCoopers LLP, an independent
registered public accounting firm, as indicated in their report. The selected condensed consolidated
statement of operations data for the years ended December 31, 2004 and 2003 and the balance sheet
data as of December 31, 2005, 2004 and 2003 have been derived from our audited financial statements
that are not included in this report. The selected financial data set forth below should be read in
conjuncticn with our financial statements, the related notes and “Management’s Discussion and
Analysis cf Financial Condition and Results of Operations” included elsewhere in this report. The
historical cesults are not necessarily indicative of the results to be expected for any future period.

Year ended December 31,
2007 2006 2005 2004 2003
(In thousands, except share and per share data}

Statement of operations data:
Total Revenue .. ............ $ L1683 §  4590® § 2781 $ 3678 § 2333
Qperating expenses
Research und development
expense s, including costs of

TEVENUE . .. ... ... v v 19,901 11,235 5,980 5,426 6,204
General and administrative

EXPEMSER « v v v v 15,598 10,879 3,825 3,252 2,692
Total Operating expenses . . . . .. 35,499 22,114 9,805 8,678 8,8'.1(2
Loss from operations . ........ (33,816) (17,524) (7,024) (5,000) (6,513)
Interest income and (expense)

17 S, 5,941 1,462 99 (55) (128)
Loss on investment in related

PArtIES . . o v v i — — (700)) — —
Netloss® . ... ... ....... .. % (27.875) § (16062) § (7,625) $§  (5055) § (6641)
Net loss per share Basic and

Diluted ................. b (127} % (296) 3% (2.56) $ (1.68) $ (3.33)

Number of shares used in per
share calculations Basic and
Dituted . ............. ... 21997397 5432586 2.975,116 3,009,137 1,991,106

(1) At December 31, 2005, we determined that the fair value of our preferred stock investment in
Tepha Inc. was impaired and recorded an asset impairment charge to our entire investment in
Tepha. Inc.

(2) Due to the adoption of SFAS 123R on January 1, 2006 the Company changed the manner in which
it acccunts for share-based compensation.

(3) In fiscal year 2006, we recognized $2,500 of deferred revenue associated with the termination of
our jo:nt development arrangement with BP.
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(4) The increase was due to an increase in the cash and short-term investments held during the full
year 2007 as compared with 2006. The increase in cash and short-term investments was primarily a
result of the completion of our initial public offering in November 2006.

As of December 31,
2007 2006 2005 2004 2003
(I thousands)

Balance Sheet Information:

Cash and short-term investments ........... $109326 $122080 §$ 3,174 § 4455 § 1,495
Total Assets ... ... ... .. ... 119,004 127,596 7,325 7,510 3,331
Long-term obligations . .................. 963 1,120 1,280 1,440 266
Long-term deferred revenue .............. 24,180 13,667 5,621 3,000 —_
Total Liabilities . .. .. ... ... .. .. ........ 29,802 18,008 9,874 7,246 4,546
Redeemable stock convertible preferred stock . . — — 44,009 39,235 32,640
Accumulated deficit . .. ....... ... ... .., (94,112)  (66,237) (50,175) (42,549) (37,495)
Total stockholders’ equity (deficit) .......... 89,202 109,588  (46,558) (38,971) (33,855)
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The jollowing discussion and analysis should be read in conjunction with ihe Consolidated Financial
Statement.: and Notes thereto included in this Annual Report on Form 10-K.

All dollar amounts are stated in thousands.

Overview

We are a bioscience company that develops and plans to commercialize environmentally
sustainablz, economically attractive alternatives to petroleum-based plastics, chemicals and energy. Our
strategy is to develop technology platforms that integrate advanced biotechnology with current
industrial practice and to commercialize these platforms with industry leading strategic partners.

Our first platform, which we are commercializing through Telles, a joint venture with Archer
Danieis Midland Company, or ADM, is a proprietary, large-scale microbial fermentation system for
producing a versatile family of polymers known as polyhydroxyalkanoates, which we have branded
under the name Mirel™. Through Telles, we intend to sell these bioplastics as environmentally friendly,
but functionally equivalent, alternatives to petroleum-based plastics in a wide range of commercial
applications, including packaging, consumer goods, consumer electronics, products used in agriculture
" and horticulture, and marine and water applications. Mirel will be produced in a 110 million pound
annual capacity commercial scale plant, or Commercial Manufacturing Facility, which is presently under
construction by ADM in Clinton, Towa. The timing of product availability from the Commercial
Manufacturing Facility has been projected to be December 2008. However, much of the current
construction work at Clinton has been impacted by this year’s harsh Midwesk winter, and ADM is in
the process of re-evaluating construction timing for the Clinton project. The Commercial
Manufacturing Facility will produce biobased, sustainable and biodegradable Mirel plastic out of corn
sugar, an itbundant agriculturally-produced renewable resource. We are currently producing
pre-comm rcial quantities of Mirel jointty with ADM at a small scale pre-commercial manufacturing
facility.

Qur szcond technology platform, which is in an early stage, is a biomass biorefinery system using
plant crops to co-produce both bioplastics and bioenergy. For this system, we intend to extract polymer
from the engineered plant crop, so that the remaining plant material can be used as a biomass
feedstock ‘or the production of bioenergy products including electricity and biofuel. We are engineering
switchgras: to produce bioplastics in the leaf and stem of the plant. We also have a collaboration with
the Australian Cooperative Research Centre to do the same in sugarcane, and we have recently
establishec! a strategic research collaboration with the Donald Danforth Plant Science Center to
develop ar. advanced industrial oilseed crop for co-production of bioplastics along with vegetable oil,
biodiesel fael, or oleochemicals. Switchgrass is a commercially and ecologically attractive, non-food
energy crop that is indigenous to North America and is generally considered to be a leading candidate.
for cellulose-derived production of ethanol and other biofuels. Sugarcane is an established energy crop
that is wel suited for tropical regions of the world. We believe that using these crops to co-produce
bioplastics with bioenergy products can offer superior economic value and productivity as compared tc
single procluct systems that produce them individually. We have been working on our biomass
biorefinery platform using switchgrass for several years, and we believe that we are a scientific leader in
this field. Our goals for this program are to have commercially viable plant varieties in pre-commercial
field trials in three to four years. We may also seek to establish alliances with partners to commercialiv
exploit this platform.

As de:nonstrated by our first two technology platforms, we take an integrated systems approach to
our technology development. We are focused on developing entire production systems from gene to
end product as opposed to developing specific technologies (for example, gene sequencing, shuffling o:
directed evolution) or singular aspects of a product’s production (for example, providing a key enzyme,
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catalyst or ingredient). We believe this systems approach optimizes manufacturing productivity and,
when commercialized, will enable us to capture more economic value from any platform that we
pursue. We have core capabilities in microbial genetics, fermentation process engineering, chemical
engineering, polymer science, plant genetics and botanical science. We have assembled these
capabilities in a way that has allowed us to integrate biotechnology with chemical engineering and
industrial practice. We believe that our approach can be applied to chemicals and other products to
help establish and grow environmentally sustainable plastics, chemicals and energy industries.

We intend to apply our core capabilities in microbial engineering and plant transformation to
develop biological routes to other chemicals and chemical intermediates. In September 2007 the U.S.
Department of Commerce’s National Institute of Standards and Technology approved a $2 million
award for us to develop a commercially viable process for producing biobased chemicals from
renewable agricultural products. This award will fund our integrated bio-engineered chemicals program,
which is beginning development of sustainable solutions for widely used four-carbon industrial
chemicals.

To exploit our first technology platform, we are working with ADM to build the Commercial
Manufacturing Facility in Clinton, lowa. The bioplastics that this facility will produce are highly
versatile and range in properties from hard and strong to soft and fiexible. These properties allow for a
wide variety of commercial applications, offering an environmentally-friendly alternative to petroleum-
derived synthetic materials which are not biodegradable. Through Telles we intend to initially position
Mirel as a premium priced specialty material catering to customers who want to match the functionality
of petroleum-based plastic, but add the dimension of environmental responsibility to their products and
brands.

With ADM we have initiated product and business development activities including production of
pre-commercial amounts of Mirel, working with potential customers, and initiation of qualification trials
of our material for selected customer applications. We expect that our products will initially be sold to
companies that are:

* establishing themselves as leaders of the emerging market trend toward environmentally
responsible products and services;

« addressing current or anticipated regulatory pressure to shift to more sustainable industry;
and/or

* selling products where biodegradability is a key functional requirement.
We have a current pipeline of prospective customers that reflect each of these traits.

Since our inception in 1992, we have focused on the research of our platform technologies, the
acquisition of patents to enhance these platforms, product development, and pre-commercial
manufacturing of Mirel. Commercialization of Mirel will require significant additional expenditures in
several areas, including research and development, pre-commercial manufacturing, product
development, and sales and marketing organization development. We expect these expenditures to
increase in future years.

We have generated revenues primarily from government grants, research and development
payments, license fees, and royalty payments. We have funded our operations primarily through the sale
of equity securities, government grants, and payments from our collaborative partners.

We have incurred significant losses since our inception. As of December 31, 2007, our accumulated
deficit from inception to date was $94,112 and total stockholders’ equity was $89,202. We recognized
net losses of $27,875, $16,062, and $7,625 in 2007, 2006, and 2005, respectively. We expect our net
losses to increase in the next two years as we continue our pre-commercial manufacturing development
and expand our research and development and sales and marketing activities.
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Collaborative Arrangements

Our strategy for collaborative arrangements is to retain substantial participation in the future
economic value of our technology while receiving current cash payments to offset research and
developme:nt costs and working capital needs. By their nature, these agreements are complex and hav:
multiple elements that cover a variety of present and future activities. In addition, certain elements of
these agreements are intrinsically difficult to separate and treat as separate units for accounting
purposes. Consequently, we expect to defer recognizing most, if not all, of the payments we receive
from partiers as revenue until future years.

In 20)4, we entered into the Technology Alliance and Option Agreement with ADM Polymer
Corporation, or ADM Polymer, a subsidiary of ADM. The goal of the Techrniology Alliance and Option
Agreemert was to demonstrate the capabilities of our fermentation and recovery technologies at
commerciil scale and to prepare a master plan and budget for the construction of a commercial facility
with a 110 million pound annual capacity. Upon achievement of such goals, ADM Polymer had the
option to enter into a commercial alliance, by execution of the Commercial Alliance Agreement, for
further research, development, manufacture, use, and sale of Mirel. In July 2006, ADM Polymer
exercised its option under our Technology Alliance and Option Agreement and entered into a
Commercial Alliance Agreement with us. Upon entering into the Commercial Alliance Agreement, the
Technology Alliance and Option Agreement terminated pursuant to its terms. The Commercial Alliance
Agreement calls for up to 12 quarterly payments of $1,575, to us from ADM during the construction
period of the Commercial Manufacturing Facility, along with reimbursements for pre-commercial
manufacty ring facility expansion and material production expenses. As of December 31, 2007, all
payments received from ADM have been recorded as deferred revenue on our balance sheet. We
expect to Hegin recognizing revenue at the time of the First Commercial Sale of Mirel (as defined in
the Comm ercial Alliance Agreement) and all amounts will be recognized proportionally over the period
in which cur commercial obligations are fulfilted in accordance with the terms of the Commercial
Alliance A.greement.

We formed a joint development agreement with BP in 2005. Deferred revenue of $2,500 associated
with the EP arrangement was recognized in full during the first quarter of 2006 when the alliance was
terminatecl.

We received the following payments from these arrangements to offset operating cash needs:
+ upfront payment of $3,000 from ADM in November 2004;

+ mil:stone payment of $2,000 from ADM in May 2006;

+ support payments of $12,600 from ADM during 2006 and 2007,

* cumulative cost sharing payments from ADM for pre-commercizl manufacturing plant
construction and operations of $5,486.

» upfront payment of $1,000 and three subsequent quarterly payments of $500 each, totaling
$2,500 in payments from BP during 2005 and 2006.

During the Commercial Alliance Phase, ADM will construct, finance, own and operate the
Commercial Manufacturing Facility through a manufacturing agreement with Telles and we will provide
or procur¢ compounding services to convert the output from the Commercial Manufacturing Facility
into forms that are suitable for various commercial applications.

Telles is a limited liability company, formed and equally owned by us and ADM, and is intended
to: (i) sene as the commercial entity to establish and develop the commercial market for Mirel, and
conduct the marketing and sales in accordance with the goals of the commercial alliance, (ii) assist in
the coordination and integration of the manufacturing, compounding and marketing activities, and
(iii) administer and account for financial matters on behalf of the parties. The Company and ADM
each have 50% equity and voting interest in Telles.
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Even though Telles is a separate legal entity owned equally by us and ADM Polymer, ADM
Polymer will disproportionately fund the activities of the joint venture. Specifically, the cost of the
Commercial Manufacturing Facility, the working capital requirements of the joint venture and the
support payments to us will exceed the investments made by us to establish compounding operations
for the joint venture. In order to rebalance the respective investments made by the parties, a
preferential distribution of cash flow will be used, whereby all profits, after payment of all royalties,
reimbursements and fees, from the joint venture, will be distributed to ADM until ADM’s
disproportionate investment in the joint venture, and the costs of constructing the Commercial
Manufacturing Facility, have been returned to ADM. Once ADM has recouped such amounts, the
profits of the joint venture will be distributed in equal amounts to the parties, In order to track the
disproportionate investments ADM has made, a Ledger Account has been established to record the
respective investments made by the parties. As of December 31, 2007 the balance of the ADM Ledger
Account was $97,269 and this balance is expected to increase as the construction of the Commercial
Manufacturing Facility progresses and Telles becomes operational.

United States Government Contracts and Grants

As of December 31, 2007, expected gross proceeds of $2,692 remain to be received under our
various government contracts and grants, which include amounts for reimbursement to our
subcontractors, as well as reimbursement for our employees’ time and benefits and other expenses
related to performance under the various contracts,

The status of our United States government contracts and grants is as follows:

Remaining amount
available under

Total Total received various government
Funding government through contracts as of Contract/Grant

Program Title Agency funds December 31, 2007  December 31, 2007 Expiration
PHA Bioplastic

Packaging Materials,  SERDP()® $1,005 $381 $ 624 Aug. 2008
Blow Molded

Bioproducts from Department of

Natural Plastic. . . . . Agriculture $ 80 $ 12 $ 68 Dec. 2007
Integrated

Bio-Engineered Department of

Chemicals . ....... Commerce $2,000 $ — $2,000 Sept. 2009

Total............ $3,085 $393 $2,692

(1) Funding of this government grant beyond the United States government’s current fiscal year is
subject to annual congressional appropriations,

(2) Strategic Environmental Research and Development Program.

Critical Accounting Estimates and Judgments

Our consolidated financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America. The preparation of these consolidated financial
statements requires us to make estimates and assumptions that affect the reported amounts of assets,
liabilities, revenue, costs and expenses, and related disclosures. We evaluate our estimates and
assumptions on an ongoing basis. Our actual results may differ from these estimates.
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We bzlieve that of our significant accounting policies, which are described in Note 3 to our
consolidated financial statements, the following accounting policies involve a greater degree of
judgment and complexity. Accordingly, we believe that the following accounting policies are the most
critical to aid in fully understanding and evaluating our consolidated financial condition and results of
operations,

Revenue Lecognition

We recognize revenue under government research grants when the related expense is incurred and
we have obtained governmental approval to use the grant funds for agreed upon budgeted expenses.

For r:venue received under our arrangements with ADM and BE, we recognize revenue in
accordanc: with the Staff Accounting Bulletin (“SAB”) 104, Revenue Recognition, and Emerging Issues
Task Foree: (“EITF”) Issue No. 00-21, Revenue Arrangements with Multiple Deliverables.

Our arrangement with ADM contains multiple elements including obligations for us to provide
future coripounding services, sales and marketing services, and certain research and development
activities, amongst others. We have determined that these elements cannot be separated and accounted
for indivic ually as separate units of accounting. Therefore payments received from ADM have been
classified 21s deferred revenue at the respective balance sheet dates and will begin to be recognized at
the time cf the first commercial sale of Mirel. All amounts will be recognized proportionally over the
period in ‘which our commercial obligations are fulfilled in accordance with the term of the Commerc:ai
Alliance #.greement.

Under our joint development arrangement with BF, we received $2,000 in 2005 and $500 in 2006.
Due to th:se amounts being applicable to future elements of the arrangement, the amounts received
during 2005 were recorded as deferred revenue at December 31, 2005, We recognized the revenue for
these amounts during the first quarter of 2006 upon the termination notice from BP in January 2006,
as we wer: released from any future obligations under this agreement.

Fees o license the use of the Company’s proprietary and licensed technologies are recognized only
after both the license period has commenced and the technology has been dzlivered to the customer.
Royalty revenue is recognized when it becomes determinable and collectibility is reasonably assured,
otherwise the Company recognizes revenue upon receipt of payment.

Stock-Basi:d Compensation

Effeciive January 1, 2006, we adopted Statement of Financial Accounting Standards (“SFAS")
No. 123-revised, Share-Based Payment (“SFAS 123(R)”), which revises SFAS No. 123, Accounting for
Stock-Based Compensation (“SFAS 123”) and supersedes Accounting Principles Board (“APB”’) Opinion
No. 25, Accounting for Stock Issued to Employees (“APB 257). SFAS 123(R) requires that all employee-
related stcck-based compensation be recognized as an expense in the consolidated financial statements
and that sich expense be measured at the fair value of the award.

We adopted SFAS 123(R) using the prospective method of application cue to our prior use of the
minimum value method to value options. The prospective method requires us to recognize
compensalion expense on a prospective basis; therefore, prior period consolidated financial statements
have not teen restated. Compensation expense recognized includes the expease of stock options
granted on and subsequent to January 1, 2006. Stock options granted by us prior to that time are
specifically excluded from SFAS 123(R) and will continue to be accounted for in accordance with
APB 25, ‘

Determining the appropriate fair value model and calculating the fair value of stock-based
payment awards requires the use of highly subjective assumptions, including the expected life of the
stock-based payment awards and stock price volatility. In 2006, we began usiag the Black-Scholes
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option-pricing model to value our option grants’and determine the related compensation expense. The
assumptions used in calculating the fair value of stock-based awards represent management’s best
estimates, but the estimates involve inherent uncertainties and the application of management
judgment. As a result, if factors change, and we use different assumptions, our stock-based
compensation expense could be materially different in the future. Prior to the adoption of

SFAS 123(R), we had adopted SFAS 123, but in accordance with SFAS 123, we had elected not to
apply fair value-based accounting for awards under our stock incentive plan through December 31,
2003, Instead, we measured compensation expense for our stock plans using the intrinsic value method
prescribed by APB 25, and related interpretations and provided pro forma disclosures as permitted
under SFAS No. 148, Accounting for Stock-Based Compensation—Transition and Disclosure an
amendment of SFAS 123. See Note 13 to the consolidated financial statements for further discussion on
the key assumptions used to determine the fair values of option grants pursuant to the Black-Scholes
option pricing model.

We account for stock compensation arrangements with non-employees in accordance with EITF
No. 96-18, Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or
in Conjunction with Selling, Goods or Services, using a fair value approach. For stock options granted to
non-employees, the fair value of the stock options is estimated using the Black-Scholes valuation
model. Stock-based compensation expense is recognized over the period of expected service by the
non-employee. As the service is performed, we are required to update these assumptions and
periodically revalue unvested options and make adjustments to the stock-based compensation expense
using the new valuation. These adjustments may result in additional or lesser stock-based compensation
expense than originally estimated or recorded, with a corresponding increase or decrease in
compensation expense in the statement of operations. Ultimately, the final compensation charge for
each option grant to non-employees is unknown until those options have vested or services have been
completed or the performance of services is completed.

Results of Operations
Comparison of the Years Ended December 31, 2007 and 2006

Revenue
Year ended

December 31,

2007 2006 Change
Research and development revenue .. ............... .. ... ... $ 147 $2505 $(2,358)
License fee revenue . ... ... . .t e 500 — 500
License fee and royalty revenue from related parties . ................ 157 257 {100)
Grant TEVEINUE . . . . v ittt ittt it s ettt e e e it ee ettt e 879 1,828 (949)

Total revenue .. ............ e e e e $1,683 $4,590 $(2,907)

Total revenues were $1,683 for the year ended December 31, 2007 as compared to $4,590 for the
year ended December 31, 2006. The primary reason for the decrease in research and development
revenue in 2007 was the recognition of $2,500 of deferred revenue, in fiscal year 2006, associated with
the termination of the Company’s jeint development arrangement with BP. During 2007 the Company
received $500 in license fee revenue from entering a new licensing agreement in the fourth quarter of
2007. The decrease in license fee and royalty revenue from related parties was due to the receipt of the
final license payment due from one of our license agreements with a related party during the first half
of 2006. The decrease in grant revenue was attributable to the completion of a US Department of
Agriculture program in the first quarter of 2006 and the completion of the Department of Energy
program in the second quarter of 2007.
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We expe:t revenues from government grants to fluctuate due to the availability of funding from
the government, and the revenue from collaborative arrangements will be recognized as future
obligations under the agreements are completed.

Expense
Year ended
December 31,
] 2007 2006 Change
Research and development expenses, including cost of revenue . . . ... .. $19901 $11,235 § 8,666
Selling, general, and administrative expenses .. ................... 15,598 10,879 4,719
Total operating eXpenses . . ... ...ttt e $35,499 822,114 $13,385

Research and Development Expenses

Research and development expenses were $19,901 and $11,235 for the years ended December 31,
2007 and 2005, respectively. The increase of $8,666 was primarily due to the expansion of product
development activities associated with developing new product grades and formulations for prospective
customers, increased pre-commercial manufacturing of Mirel to support market development activities,
and increases in research and development personnel for polymer science and engineering to support
our collaboraive agreement with ADM. Employee payroll and benefits related expenses for the year
ended Decem ber 31, 2007 were $6,451 as compared to $3,831 during the same period in 2006. Stock-
based compensation expense increased to $749 for the year ended December 31, 2007 as compared to
$166 during tie same period in 2006. The expenses related to pre-commercial manufacturing increased
to $6,599 dur. ng the year ended December 31, 2007 as compared to $3,522 during the same period in
2006.

We expect to incur increasing research and development expenses in future periods for
pre-commercial manufacturing and product development activities as we continue to develop, test and
refine products to meet the product specification requirements of our customers. We expect that our
personnel reluted costs will also increase to support our microbial and plant research programs.

Selling General and Administrative Expenses

Selling, general, and administrative expenses were $15,598 and $10,879 for rhe years ended
December 31, 2007 and 2006, respectively. The increase of $4,719 was primarily due to increased costs
associated with being a public company and an increase in sales and marketing costs as we build our
sales and marketing infrastructure for the commercialization of Mirel. Employee payroll and benefits
related expenses increased to $4,869 during the year ended December 31, 2007 as compared to $3,306
for the same “eriod in 2006. Stock-based compensation expense increased to $3,810 during the year
ended December 31, 2007 as compared to $3,339 for the same period in 2006. Professional fees and
consulting relited fees increased to $3,835 during the year ended December 31, 2007 as compared to
$2,703 for the same period in 2006. These increases were primarily attributable to accounting services
relating to compliance with additional regulatory requirements of being a public company. Expenses
related to facilities increased to $1,038 during the year ended December 31, 2007 as compared to $259
for the same eriod in 2006. This increase is primarily the result of the expansicn of our facilities to
support our siles and marketing functions. We expect that selling, general and administrative expenses
will continue :o increase in the future due to increased payroll, expanded infrastructure and increased
consulting, feg;al, accounting and investor relations expenses.
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Other Income (Net)

Year ended
December 31,
2007 2006 Change
Total other income (Et) . . ..o vt vt e $5,941 $1,462 $4,479

Other income (net) consists of investment income and was $5,941 and $1,462 for the years ended
December 31, 2007 and 2006, respectively. The increase of $4,479 was due to an increase in the cash
and short-term investments held during the full year 2007 as compared with 2006. The increase in cash
and short-term investments was primarily a result of the completion of our initial public offering in
November 2006.

We anticipate that our interest income will be lower in the future as we continue to use our cash
and short-term investments for our operating cash needs and capital purchases.

Results of Operations

Comparison of the Years Ended December 31, 2006 and 2005

Revenue

Year ended

December 31,
2006 2005 Change
Research and development revenue .. ... .. ...........uiuuuennns.n $2,505 § 106 $2,399
License fee and royalty revenue from related partles .................. 257 242 15
Grant TeVEINUE . . . . . . ittt it et i i aaas 1,828 2433 (605)
TOtal TEVENUE . .« . o o et e e e e e e e e e e e e e e $4,590 $2,781 $1,809

Total revenues were $4,590 for the year ended December 31, 2006 as compared to $2,781 for the
year ended December 31, 2005. We recognized revenue from research and development services of
$2,505 an